UTILIZATION OF SURPLUS PROPERTY 
FOR EDUCATIONAL AND PUBLIC 
HEALTH PURPOSES 


HEARING 
BEFORE THE 
COMMITTEE ON 
GOVERNMENT OPERATIONS 
UNITED STATES SENATE 
KIGHTY-FOURTH CONGRESS 
FIRST SESSION 
ON 

H. R. 3322 and S. 1004 
TO AMEND THE FEDERAL PROPERTY AND ADMINISTRA- 
TIVE SERVICES ACT OF 1949 SO AS TO IMPROVE THE 
ADMINISTRATION OF THE PROGRAM FOR THE UTILIZA- 


TION OF SURPLUS PROPERTY FOR EDUCATIONAL AND 
PUBLIC HEALTH PURPOSES 


APRIL 21, 1955 


Printed for the use of the Committee on Government Operations 


as 


c 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1955 





COMMITTEE ON GOVERNMENT OPERATIONS 


SENATE 
JOHN L. McCLELLAN, Arkansas, Chairman 
JOSEPH R. McCARTHY, Wisconsin 
KARL E. MUNDT, South Dakota 
MARGARET CHASE SMITH, Maine 
NORRIS COTTON, New Hampshire 
GEORGE H. BENDER, Ohio 
THOMAS E. MARTIN, Iowa 


HENRY M. JACKSON, Washington 
JOHN F. KENNEDY, Massachusetts 
STUART SYMINGTON, Missouri 
SAMUEL J. ERVIN, Jr., North Carolina 
HUBERT H. HUMPHREY, Minnesota 
STROM THURMOND, South Carolina 
Water L. REYNOLDS, Chief Clerk and Staff Director 
ANN M, GRICcKIS, Assistant Chief Clerk 
GLENN K. SHRIVER, Professional Staff Member 
Et E, NOBLEMAN, Professional Staff Member 
RICHARD J. O’MELIA, Professional Staff Member 





CONTENTS 


8S. 1004 
H. R. 3322 
Statement of 
De Camp, R. J., Director, Office of Field Administration; accom- 
panied by C. B. Lund, Deputy Director, Office of Field Adminis- 
tration; T. Ellenbogen, legislative attorney, Office of General 
Counsel; Manuel B. Hiller, Chief, Surplus Property Branch, Office 
of General Counsel; and Willis T. Frazier, Chief, Division of Surplus 
Property Utilization, Department of Health, Education, and Wel- 
a sae i re bale ean Bk esi sie ; _ 
Elliott, Maxwell H., general counsel, General Services Administra- 
tion; accompanied by John Thomas, Director, Personal Property 
Utilization Service, General Services Administration 
Gammon, Howard, Bureau of the Budget 
Keller, Robert, Assistant to the Comptroller General, General Ac- 
counting Office ; 
Lanman, Maurice H., Jr., assistant general counsel (Fiscal Matters) ; 
accompanied by Willard O. Vick, assistant counsel; John W. 
Sundstrom, Chief, Disposal Division, Office of the Assistant Secre- 
tary of Defense (Supply and Logistics); James C. Jenkins; and 
Melvin K. Zucker, Comptroller’s Office, Department of Defense 
McCormack, Hon. John W., a Representative in Congress from the 
State of Massachusetts : 
Letters, statements, etc., submitted for the record by 
De Camp, R. J., Director, Office of Field Administration, Department 
of Health, Education, and Welfare: 

Letter from Hon. Oveta Culp Hobby, Secretary of Health, Educa- 
tion, and Welfare, to Senator John L. McClellan, April 20, 1955 

Staff analysis of, and draft amendments to, 8. 1004 and H. R. 3322 
(as passed by House) - - -- a ae 

Elliott, Maxwell H., general counsel, General Services Administra- 
tion: Suggested changes in H. R. 3322 Zieh 
Gammon, Howard, Bureau of the Budget: 

Bureau of the Budget staff analysis of S. 1004 and H. R. 3322 (as 
passed by the House on March 17, 1955) 

Letter from Percival F. Brundage, Acting Director, Bureau of the 
Budget Tabara ee 

Lanman, Maurice H., Jr., assistant general counsel (Fiscal Matters), 
Department of Defense: 

Excerpt from House Report No. 670, Federal Property and 
Administrative Services Act of 1949 (Public Law 152), 81st 
Congress ee ee hw ; 

Excerpts from House Report No. 857, 83d Congress (Government 
Operations’ Subcommittee on Military Supply Management) _- 

General Services Administration Regulations I—I—102.01.8, dona- 
ble property - .-_-...--- ; 

Memorandum for W. J. McNeil, August 4, 1954, containing legal 
opinion relative to section 405, Public Law 216, 81st Congress, 
pertaining to stock funds ‘ 

Note--_- Be o.4 

Suggested amendments to H. R. 3322 








UTILIZATION OF SURPLUS PROPERTY FOR EDUCATIONAL 
AND PUBLIC HEALTH PURPOSES (H. R. 3322 AND 
S. 1004) 


THURSDAY, APRIL 21, 1955 


Unirep Starrs SENATE, 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The committee met, pursuant to call, at 10 a. m., in room 357 
Senate Office Building, Washington, D. C., Senator John L. McClellan 
(chairman) presiding. 

Present: Senator John L. McClellan, Democrat, Arkansas; Senator 
Samuel J. Ervin, Jr., Democrat, North Carolina; Senator Strom 
Thurmond, Democrat, South Carolina; Senator Norris Cotton, 
Republican, New Hampshire; and Senator Thomas E. Martin, 
Republican, Iowa. 

Present also: Walter L. Reynolds, chief clerk; Ann M. Grickis, 
assistant chief clerk; and Richard J. O’Melia, professional staff 
member. 

The Curarman. The committee will come to order. 

We do not yet have a quorum. However, we do not have to have 
a quorum for the purpose of developing testimony on proposed amend- 
ments to the pending bills although we do have to have a quorum if 
we are to vote on the bill this morning. I think we may proceed on 
that premise. 

This meeting was called for the primary purpose of considering 
proposed amendments to H. R. 3322 and S. 1004. 

(H. R. 3322 and S. 1004 are as follows:) 


[H. R. 3322, 84th Cong., 1st sess.] 


AN ACT To amend the Federal Property and Administrative Services Act of 1949 so as to improve the 
administration of the program for the utilization of surplus property for educational and public health 
purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That paragraph (1) of subsection (j) of section 
203 of the Federal Property and Administrative Services Act of 1949 is amended 
(1) by inserting after ‘other supplies” the following: ‘“‘(whether or not capitalized 
in a working-capital or similar fund)”, and (2) by adding at the end thereof the 
following: ‘‘No property shall be transferred under this subsection until the 
Secretary of Health, Education, and Welfare has received from an appropriate 
State ageney or official a certification that such property is usable and needed 
for educational or public health purposes in the State. In determining whether 
or not property is to be donated under this subsection, no distinction shall be 
made between property capitalized in a working-capital fund established pursu- 
ant to section 405 of the National Security \ct of 1947, as amended, or any 
similar fund, and any other property.’ 

Sc. 2. (a) Subsection (j) of section 203 of the Federal Property and Adminis- 
trative Services Act of 1949 is amended by adding at the end thereof the following 
new paragraph: ‘ 


1 
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“(4) The Secretary of Health, Education, and Welfare may impose reasonahie 
terms, conditions, reservations, and restrictions upon the use of any single item of 
property donated under this subsection which has an acquisition cost of $2,500 


or more, 

b) The amendment made by subsection (a) shall apply only with respect to 
property donated after the date of enactment of this Act. 

Src. 3. Section 203 of the Federal Property and Administrative Services Act of 
1949 is amended by adding at the end thereof the following new subsection: 

““(m) The Secretary of Health, Education, and Welfare, or the head of any 
Federal agency designated by the Secretary, is authorized to enter into cooper- 
ative agreements with State departments of education or health, and with other 
State agencies, which are responsible for carrying out in the States the program 
for the utilization of surplus property for educational purposes and health purposes 
provided for in subsections (j) or (k) of this section. Such cooperative agreements 
may provide for utilization by such Federal agency, without payment or reim- 
bursement, of the property, facilities, personnel, and services of the State agency 
in carrving out such program, and for making available to such State agency, 
without payment or reimbursement, property, facilities, personnel, or services of 
such Federal agency in ccnnection with such utilization.’’ 

Sec. 4. (a) In the case of personal property donated or sold at a discount for 
educational purposes or public health purposes, including research, under any 
provision of law enacted prior to the enactment of the Federal Property and 
Administrative Services Act of 1949, no term, condition, reservation, or restriction 
imposed on the use of such property shall remain in effect after the date of the 
enactment of this Act. This subsection shall not be deemed to terminate any 
civil or criminal liability arising out of a violation of such a term, condition, 
reservation, or restriction if a judicial proceeding to enfore such liability is com- 
menced within one year after the enactment of this Act. 

(b) No term, condition, reservation, or restriction imposed upon the use of any 
single item of property donated under section 203 (j) of the Federal Property and 
Administrative Services Act of 1949 prior to the enactment of this Act which has 
an acquisition cost of less than $2,500 shall remain in effect after the expiration of 
the one-year period which begins on the date of the enactment of this Act. This 
subsection shall not be deemed to terminate any civil or criminal liability arising 
out of a violation of such a term, condition, reservation, or restriction if a judicial 
proceeding to enforce such liability is commenced within one year after the ex- 
piration of such one-year period. 

Sec. 5. Section 203 of the Federal Property and Administrative Services Act of 
1949 is amended by adding at the end thereof the following new subsection: 

“(n) The Secretary of Health, Education, and Welfare shall submit, during each 
calendar quarter, a report to the Senate (or to the Secretary of the Senate if the 
Senate is not in session) and to the House of Representatives (or to the Clerk of 
such House if it is not in session) showing the acquisition cost of all personal 
property donated under subsection (j) and of all real property donated under sub- 
section (k) during the preceding calendar quarter to, or for distribution to, educa- 
tional or public health institutions in each State, Territory, and possession. The 
first report under this subsection shall be made with respect to property donated 
during the first calendar quarter which begins after the enactment of this sub- 
section.”’ 

assed the House of Representatives March 17, 1955. 

Attest: 

RALPH R. Roperts, Clerk. 


[S. 1004, 84th Cong., Ist sess.] 


A BILL To amend the Federal Property and Administrative Services Act of 1949 so as to improve the 
administration of the program for the utilization of surplus property for educational and public health 
purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) paragraph (2) of subsection (j) of section 
203 of the Federal Property and Administrative Services Act of 1949 (40 U.S. C., 
sec. 484) is amended by inserting immediately after ‘‘(2)”’ the following: “No 
property (including property capitalized in a working-capital fund) shall be sold 
under this or any other Act as surplus property until it has been determined 
whether or not such property is usable and necessary for educational purposes or 
public health purposes, including research.” 
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(b) Paragraph (2) of such subsection is further amended by striking out ‘‘the 
Federal Security Administrator’ and inserting in lieu thereof the following 
. or under regulations issued by, the Secretary of Health, Education, and 
Welfare’’. 

Suc. 2. Paragraph (2) of subsection (k) of section 203 of the Federal Property 
and Administrative Services Act of 1949 is amended by inserting “real’’ immedi- 
ately before ‘‘property’’ where it appears in subparagraphs (A) and (B). 

Sxc. 3. Section 203 of the Federal Property and Administrative Services Act 
of 1949 is amended by adding at the end thereof the following new subsection: 

‘(m) The Secretary of Health, Education, and Welfare, or the head of any 
Federal agency designated by the Secretary, is authorized to enter into cooperative 
agreements with State departments of education or health, and with other State 
agencies, which are responsible for carrying out in the States the program for the 
utilization of surplus property for educational purposes and health purposes pro- 
vided for in subsections (j) or (k) of this section. Such cooperative agreements 
may provide that either the Federal agency or the State agency will assume re- 
sponsibility for a part of the duties of the other agency which relate to such pro- 
gram, and that either such agency will make available to the other agency such 
property, personnel, or funds as may be necessary to enable it to perform such 
duties.” 

Sec. 4. Subsection (d) of section 602 of the Federal Property and Administra- 
tive Services Act of 1949 is amended by inserting after ‘ ‘Nothing in this Act’’ the 
following: ‘‘(including the first sentence of section 203 (j) (2 

Sec. 5. No restrictions or conditions on the utilization of surplus personal 
property donated or sold at a discount for educational purposes or public health 
purposes, including research, prior to the enactment of this Act under the Federal 
Property and Administrative Services Act of 1949 or any other Act dealing with 
the disposal of surplus property shall remain in effect after one year after the 
enactment of this Act. 


The CHatrrMan. H. R. 3322 has already been passed by the House 
of Representatives. As I recall, these bills were identical at the 
time they were introduced in the House and the Senate, but the 
House has processed its bill and passed it, and it is now before us 


with some amendments that the House adopted. 

The Chair understands that the amended bill, the House bill, has 
the approval of the General Services Administration, and of the Gen- 
eral Accounting Office. 

I am informed also that the State agencies that are interested in 
this legislation and that would benefit by it, have approved the 
bill, at least in principle and, as far as I know, have no amendments 
to suggest. 

Now, the House having already acted, and since the House Com- 
mittee on Government Operations did hold extensive hearings on 
this bill and, as far as I know, there is no general objection or opposi- 
tion to the measure, the Chair is under the impression, possibly, 
that by having a general discussion of the bill here this morning 
it would not be necessary for this committee to hold further hearings 
on it. 

We have asked to be present representatives from the affected 
agencies, from the General Services Administration, the General 
Accounting Office, the Department of Defense, the Bureau of the 
Budget, and the Department of Health, Education, and Welfare. 

May the Chair inquire, Are there representatives from the General 
Services Administration present? 

Mr. Exuiortr. Yes, sir. 

The CuarrMan. Also from the General Accounting Office? 

Mr. Keuuer. Yes, sir. 

The CuHarrMan. And the Department of Defense? 
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Mr. Lanman. Yes, sir. 

The CuarrmMan. The Bureau of the Budget? 

Mr. Gammon. Yes, sir. 

The Cuarrman. All right. Now, the Department of Health, Edu- 
cation, and Welfare? 

Mr. pE Camp. Here. 

The CuarrMAN. So we have representatives of those departments 
here. 

We also have present this morning Congressman McCormack, 
who introduced the bill in the House. 

Congressman, you were also chairman of the subcommittee that 
held the hearings; were you not? 

Mr. McCormack. That is correct, su 

The CuarrMan. We are glad to have you here this morning, and 
we would appreciate a statement from you, or any comments that 
you want to make about this bill. 

By the way, I will say this, again for the information of the com- 
mittee, that the Chair hopes by this discussion this morning that we 
might be able to report the bill out without the necessity of holding 
further hearings. 

All right, Congressman McCormack. 


STATEMENT OF HON. JOHN W. McCORMACK, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. McCormack. Mr. Chairman and members of the committee, 
I shall make my remarks very brief. 
I commend the chairman of the committee for this informal ap- 


proach, which I think is most productive because, while we had formal 
hearings, the whole underlying spirit was the same, the informality, 
and I think that any areas of differences are more likely to be devel- 
oped that way than through fixed, formal hearings. 

I will commend you, Mr. Chairman, and I also appreciate the 
opportunity of coming before you to express my views briefly on this 
bill. 

The CHarrMan. Congressman, if I may suggest, I would personally 
appreciate it, and I think the other members of the committee would, 
since you held the hearings and have given this measure more study 
than I have been able to do, if you w ill give the committee the benefit 
of the underlying reasons for this legislation; primarily, why this bill, 
you think, is necessary. 

Mr. McCormack. Well, I shall undertake to do so, Mr. Chairman. 

Of course, from a broad angle, there is the question of our basic 
institutions, our education and our health institutions of the country. 
There is also involved the development of engineers and scientists, 
and also involved is the fact that there are billions of dollars of excess 
or surplus property, as far as acquisition value is concerned, some of 
which is usable in connection with our colleges, our universities, 
our hospitals, our schools, and which the record shows have been 
utilized very effectively in the interest of the country. 

So, having these matters in mind, and the fact that there are surplus 
properties being disposed of daily, and the gross average return is 
about a little over 7 percent for 2 2 consecutive years, having in mind 
all of those factors, it was decided by the Congress, as you know, 
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you took action in the Senate and | took action in the House com- 
mittee in 1949 to clarify the law with reference to the disposition of 
surplus property. 

The authority, of course, is very plain, there is no question about 
the authority. 

Well, now, the present situation arose, unfortunately, as the result 
of a conflict in interpretation of statutes that arose in the executive 
branch. 

The military departments, which generate almost all of this surplus, 
had taken—I will not say have now, but had taken—the position 
that the establishment of the so-called stock funds under Public 
Law 216, which was enacted in August 1949, precludes the donation 
of stock fund inventory to educational or health institutions. 

General Services, the Health, Education, and Welfare Department, 
and the Bureau of the Budget have thought otherwise, particularly 
when Public Law 754 of September 1950 reaffirmed the intent of the 
original statute which was Public Law 152 of the year before, with 
which you are acquainted, 

Now, in any event, it is academic, as I view it, which group is right, 
since we can pass this bill. It is the duty of the Congress to decide 
what is to the best interest of the country in this field, or the best way 
in which the disposition of usable surplus property should be utilized. 

The military have been selling large amounts of property at a low 
average gross return, and I say low not in any critical sense. 

In 1 year I think that they sold a little over $1 billion worth for a 
gross average return of about 7 percent, a little less; and in the other 
one, 6.8 percent. 

The CuarrmMan. That is what they got for it, as related to the 
original cost? 

Mr. McCormack. The acquisition cost, yes, and that is gross. 

The CuHarrMan. Yes. 

Mr. McCormack. Not with the cost deducted, not net. 

The CHarrMan. That includes the administration costs? 

Mr. McCormack. Yes. 

And, of course, as that was sold by the military, there are other 
cost factors which they could not break down, but it is gross, anyway, 
and not net. 

So, the question this legislation is designed for, is to carry out the 
intent of Congress as expressed in the 1949 act, as amended, and to 
see that property in the possession of the Defense Department, 
declared surplus for stock fund purposes, is available to our hospitals 
and institutions and universities throughout the country. In sub- 
stance, that is what it provides for. 

The CuarrMan. In other words, we believe that the overall general 
welfare would be served better by giving this property that is available 
to these institutions rather than having it sold and realize even 60 
or 70 percent on the dollar of its cost. 

Mr. McCormack. Exactly; and, of course, when other agencies or 
departments do not want it. They have the first opportunity. 

The CHarrMan. After all of the several departments have said 
they do not want it; after the property has been cleared with the 
other agencies. 

Senator Corron. In other words, it is the desire to make it possible 
for the other institutions that need it, to get the property, rather than 


61810—_55———_2 
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to have it subject to some speculator making a dollar from it; isn’t 
that it? 

Mr. McCormack. Yes. 

In other words, after all the other agencies of the Government have 
no desire for the said property, then it goes down to the State level, 
and that permits our colleges and our universities and our schools and 
our hospitals to have an opportunity of looking over the property, 
and what is needed and usable they can get. 

Of course, it is not simply tranferred without justification, it is 
screened, and there are specific regulations and procedures governing 
the transfers. 

Senator Tuurmonp. Is it not true that when that is done that the 
entire public is served and the public welfare is served, rather than 
permitting a few people to speculate on this property? 

Mr. McCormack. Exactly, Senator. And that is what we said in 
our report. That is the whole thought underlying legislation of this 
kind. 

Now, there is necessity for early action because the agencies are 
continuing to sell large amounts almost daily. 

For example, here is an illustration of a sale that will take place in 
the near future, close to $5,200,000 worth of property at cost value. 
[Exhibiting document.] 

So, early passage of the bill is desirable. 

Now, as the chairman said, this bill was very carefully gone over. 
The State representatives are in agreement with us. ‘The views of 
all agencies and their suggested amendments were seriously con- 
sidered, and I think that the maximum of consideration was extended 
to their suggestions in order to make a workable bill. 

The CuarrMan. Most of the amendments of the House were clari- 
fying amendments, or technical provisions, were they not? 

Mr. McCormack. That is true. 

The CHarrMan. But there is no change in the basic policy or the 
principle, as contained in the original bills? 

Mr. McCormack. No real change except that we decided that 
compliance should be limited to items of an acquisition cost of $2,500 
or more. 

Now, mark that; that is acquisition cost. 

This looks like a fair sampling. Of course, the State agencies would 
like to see this figure raised to $10,000, or abandoned altogether on 
the theory that the States are sovereign bodies and just as trust- 
worthy as the Federal Government. 

On the other hand, H E W would like some other arrangement so 
they would have more compliance. I have a recollection, Senator 
McClellan, that you were of the opinion that the Federal Government 
should not expend too much money in giving property away, and this 
$2,500 is a compromise, and I think a wise compromise, made in the 
subcommittee of which I was a member, and confirmed by the full 
House Committee on Government Operations. 

Now, the abuses you hear about, occurred almost entirely under 
the 1944 act, and the acts subsequent to that, up until the 1949 act 
that you and I are so well acquainted with, and there have been very 
few abuses since that time. 

Now, we are dealing with reliable institutions, dependable institu- 
tions. It is one thing to make human mistakes, and another thing to 
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do something that is wrong from the beginning, and you and I know 
that the colleges and universities and the hospitals of our country in 
seeking this property and getting it, are going to use it, and I do not 
think that it is wise to have that constant detailed Federal super- 
vision, where the States have double records for a period of 4 years 
(HEW considers reducing it to 2 years)—and the States felt that the 
small items, as far as cost is concerned, should be given to them with- 
out that punitive supervision. 

Now, there is always a way of checking into, a way of finding out 
if the donees are not living up to the rules, and we thought that under 
the circumstances the bill was a very good one. 

Now, rather than consider other new soe tions and groups as 
donees, and some of them are desirable, I am very much impressed 
with some of them, my committee felt that we ought to provide for 
the schools and hospitals first and consider the others separately 
like civilian defense, and I am strongly for that, and some of the other 
groups. 

You cannot make it too wide, too extensive; but we feel that if we 
tightened this up, then the others who might benefit could be con- 
sidered on their merit. 

The CuarrMan. I can say, speaking for the Chair, I feel the same 
way about it. Ido not want this bill wrecked with expanding amend- 
ments. I would rather pass on this legislation and let the others 
come in on their merits and be heard and establish their case and be 
considered at a later date. 

Mr. McCormack. Well, thank you, Mr. Chairman. That is the 
way I feel and my committee feels. 

After having this established, then others may come in, and this 
basic law will inure to their benefit. 

The CHarrMAN. Do any members of the committee have any 
questions? 

Senator Corron. I just have one. 

[ notice in the presentation that you referred to colleges and hos- 
pitals. Will this inure to the benefit of elementary schools? 

Mr. McCormack. Oh, yes. 

Senator Corron. And we have those agencies in the State for that 
purpose. 

Mr. McCormack. Exactly. Each State, or practically every 
State, has its own State agency, and this will benefit not only uni- 
versities and colleges, but the schools. 

The CuHatrman. And the elementary schools might be benefited 
most from it. 

Mr. McCormack. Yes; tremendously. 

The Cuarrman. It has been a very satisfactory program from our 
point of view, that is my feeling. 

Senator Corron. What were some of the other organizations that 
want to get under this? 

Mr. McCormack. I think the American Red Cross, the National 
Red Cross. 

The Cuarrman. Yes, the Red Cross, insofar as it would relate to 
personal property originally donated to the Government by the Red 
Cross. 

Mr. McCormack. And the Civilian Defense, and there are 1 or 2 
others. 
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Mr. Ward? 

Mr. Warp. Yes. 

Mr. McCormack. There are a number of other possible donees, a 
number of other groups, such as civilian agencies, the United Cerebral 
Palsy people, the recreation units, volunteer fire departments, sanita- 
tion districts, and so forth, have indicated their desire to be included 
in it. 

I want to add that our committee thought that it would be most 
impracticable for HEW to obtain an appropriation with which to buy 
surplus property from other agencies in order to keep the records in 
balance. The GAO, in a formal opinion, advised that the authority 
to donate is the authority to take proper credit in the accounting 
records. 

The CuarrMan. Mr. Ward is clerk of your committee? 

Mr. McCormack. Yes. I might say that he rendered valuable 
service, invaluable service, and I welcome this opportunity of con- 
eratulating him. The House committee knows what appreciation I 
have for his valuable work. 

The CuarrmMan. And the Chair wants to recognize Mr. Ward because 
he has worked very closely with our staff. They worked together, 
and I think he has done an excellent job. 

Mr. McCormack. There has been close unison, and I also want to 
express my appreciation to your staff because Mr. Reynolds talked to 
me several times, not only on this but other bills. 

The CuatrMANn. Any questions by members of the committee? 

(No response. ) 

The Cuarrman. If you want to stay around a few minutes, Con- 
gressman, we are going to give the agencies an opportunity to express 
their views. 

Who appears for the General Services Administration? Is it Mr. 
Elliott? 

Mr. Exuiorr. Yes, sir. 

The CHarrMan. Will you come forward, Mr. Elliott. 


STATEMENT OF MAXWELL H. ELLIOTT, GENERAL COUNSEL, 
GENERAL SERVICES ADMINISTRATION; ACCOMPANIED BY 
JOHN THOMAS, DIRECTOR, PERSONAL PROPERTY UTILIZATION 
DIVISION, FEDERAL SUPPLY SERVICE, GENERAL SERVICES 
ADMINISTRATION 


The CHarrman. Mr. Elliott, you and Mr. Thomas represent the 
General Services Administration. It is your agency, I believe, that 
administers the Surplus Property Act; is that correct? 

Mr. Exurorr. Yes, sir; we do. 

The CuarrMaN. All right. We would be glad to have you give the 
committee your comments on this legislation. 

Mr. Exuiorr. All right, sir. 

I will be very brief, because I do not want to intrude on the time 
of the committee. 

1 might say that we substantially favor the bill as it passed the 
House, that is before this committee. 

On this question that Congressman McCormack talked about, the 
matter of compliance, our feeling is that the States can do the policing 
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themselves more effectively and at less cost to the taxpayers than if 
the Federal Government does it. 

We feel also that if a State should be out of line, there are adequate 
general powers and sanctions in the Secretary of Health, Education, 
and Welfare so that the Secretary could work with the governor of 
the affected State and see that situation was brought into line. We 
think, basically, that is a State problem. 

We feel for that reason that the $2,500 limitation, as Congressman 
McCormack said, is a reasonable compromise; in other words, with 
that limitation it will eliminate this costly policing, because that is 
85 percent of it. 

Is that right? 

Mr. Tuomas. That is right. 

The CHatrRMAN. Your agency is not the one that does the policing, 
is it? 

Mr. Exuiorr. No, sir; but we have had some experience, and we 
are basing it on our experience. There are a few minor donation 
programs in which the enforcement responsibility was inherited by 
General Services Administration rather than Health, Education, and 
Welfare, and in that limited field, based on our experience, we just 
think this Federal policing of every single piece of property is not 
effective. 

The CuHarrMan. And, based on what Congressman McCormack 
said, the $2,500 would be a very small percentage as far as its actual 
value? 

Mr. Exuiorr. That is right. 

The CuarrMan. That is, if it was disposed of as surplus property. 

Mr. Exuiorr. Yes, sir. 

The CuarrMan. Do you have any suggestion or any other amend- 
ments, any clarifying amendments? 

Mr. Exxiorr. We have two minor suggestions, and they are largely 
technical amendments. 

In section 4—A of the bill 

The CuarrmMan. That is the House bill, H. R. 3322, is it not? 

Mr. Eutrorr. Yes, sir. 

The CHarrMan. I may say that the Chair has in mind giving pri- 
mary consideration to the House bill, which already has a number 
of amendments that met with general approval, so we will look to 
the House bill for your suggestions. That is what you have in mind? 

Mr. Exuiorr. Right, sir. 

This is the House bill, then, section 4—A, which is the section which 
removes the restrictions. 

In lines 14 and 15 it refers to personal property donated or sold at 
a discount for educational purposes of public he alth purposes. 

There is some property that has been sold under prior acts at a 
discount for memorial purposes, in which GSA inherited the com- 
pliance responsibility. 

We would like to see those restrictions removed also, and therefore 
suggest that that language be changed to read: 

* * * or sold at a discount for memorial, educational, or public health purposes. 


The CuarrMan. That is, you would add “‘memorial’’ to that line; 
that is the way you would have it? 

Mr. Exuiorr. That is correct, sir; that being so that they would 
all be treated alike. 
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The CuartrMAN. The clerk will please take note of the suggestion. 

Mr. Exuiorr. The only other change we have is in the last section 
of 4—A, lines 23 to 25, the last sentence, where it reserves cases that 
are in the courts. Lines 23 to 25 say: 

* * * if a judicial proceeding to enforce such liability is commenced within 
one year after the enactment of this Act. 

Technically speaking, that might be construed as meaning that it 
reserves only the judicial proceedings that have been commenced 
within that year and would not reserve those that had been com- 
menced prior to that time, and we are a little fearful of it because, as 
you know, criminal statutes are construed rather strictly. 

So, we would suggest a clarification change there, to read: 

* * * if a judicial proceeding to enforce such liability has been commenced 
prior to or within one year after the enactment of this Act. 

The CuairMan. After the word “liability’’? 

Mr. Exuiorr. Yes, sir. 

The CuarrMan. After the word “liability’’ you would say “has 
been commenced or is commenced within one year after enactment 
of this Act.” Is that your suggestion? 

Mr. Exuiorr. That is right. 

The CuarrMan. All right. 

Do you have any others? 

Mr. Exuiorr. I have just one minor suggestion that I would like 
to place on the table for consideration, without making a special 
point of it. 

That is that, as you know, under the Federal Property Act, the 
Administrator of General Services Administration is generally required 
to make regular reports to the Congress on all the activities coming 
under the act, and it might possibly be that the Congress would wish 
the particular reports required by this bill, presently required to be 
made—this is page 4, line 16—to be made by the Secretary of Health, 
Education, and Welfare, rather than have a separate report from the 
Secretary, to have that incorporated as a section in the GSA report. 

There are advantages and disadvantages both ways. One way is 
that you get a single report and that is the advantage of having it 
in the GSA report. 

The disadvantage, of course, is that it would then be included 
among a lot of other things, and if the Congress wants a separate 
report of donations, then perhaps it should be left to the Secretary. 

The Cuarrman. I would rather think I would rather leave it this 
way. That is my thought about it. If it comes in as a separate 
report it will get, I think, better attention of the committee and the 
staff of the committee than if it is considered in an overall report 
and we have to dig it out. I believe I would rather leave that section 
as it is. 

Mr. Exuxiorr. Yes. We just wanted to explain to the committee, 
that is all. 

The Chairman. Any questions from any members of the committee? 

(No response.) 

The CHarrMan. Thank you very much, gentlemen. 

Now, the General Accounting Office. Is Mr. Keller here? 
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STATEMENT OF ROBERT KELLER, ASSISTANT TO THE COMP- 
TROLLER GENERAL, GENERAL ACCOUNTING OFFICE 


The Cuarrman. Mr. Keller, we would be very glad to have the 
views of your Office with respect to this. 

Mr. Kexier. Mr. Chairman, we appeared before the House com- 
mittee when they held hearings on this bill. 

The main point in the original House bill, which we felt very 
strongly about, was that it would provide no restrictions as to the 
ultimate use of personal property regardless of the value of the 
property donated. 

There was considerable discussion in the committee, and later I 
talked with Mr. McCormack about specifying an amount under 
which no restrictions would be placed on the use. A compromise 
was reached at $2,500 by the House committee. 

I cannot say that the GAO endorses $2,500. 

However, we must recognize that the $2,500 is an acquisition cost 
and, as pointed out by you, Mr. Chairman, in most cases it could be 
that the actual value of the property when transferred would be 
7 percent, 10 percent, or 20 percent of the acquisition cost. 

All in all, recognizing that the $2,500 is a compromise, we would 
have no objection to the bill. 

The CuarrmMan. Was it your original thought that the amount 
should be less, that that figure should be less; is that it? 

Mr. Keuusr. Yes, sir. “It was my original thought that it should 
be less. Very frankly, I was thinking of around $500. 

Now, I base that on the GAO report Mr. McCormack mentioned 
that we made to the House Expenditures Committee in 1951. We 
made a survey of some 21 States, to find out what was being done by 
the schools and educational institutions, with the property “that had 
been turned over by HEW under the disposal program. 

At that time we found a number of instances of abuses of the use 
of the property after it was turned over. 

It is my understanding that the whole procedure has been tightened 
up since that time. 

Also, I would like to point out that while we think the cases were 
serious, we were also dealing with a very large disposal program 
after World War II where conditions were not perfect, for the disposal 
of surplus property. 

The CHarrMAN. Well, the most flagrant abuses were found prior 
to the 1949 act, were they not? 

Mr. Keuuer. That is true, but I think that needs a little bit of 
explanation because the bulk of the cases at that time, considering 
that the report was made in 1951, were naturally disposals made 
prior to the 1949 act. 

The CHarrRMAN. Yes. 

Mr. Ketuer. In other words, we had 6 years’ experience under 
one act, and 2 years under the other. 

The CHarrMan. I see that the Hoover Commission has recom- 
mended the $2,506 figure in its report on surplus property. 

Mr. Kewuer. Yes, sir; ] understand it has. 

The Cuarrman. You do not think the $2,500 figure is entirely out 
of line? 
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Mr. Ketier. No, with the understanding that HEW is still going 
to police the State agencies and make sure that they do a good job. 
Certainly I do not recommend that you follow the use of every ham- 
mer and screwdriver for 5 years, to see what they finally do with them. 
It would cost much more than it would be worth. 

The CuarrMan. Are there any other questions? 

No response. ) 

The CuarrmMan. Do you have any suggestions as to amendments 
to the bill as it passed the House? 

Mr. Ketier. No, sir;1 donot. I have listened to the amendments 
suggested by Mr. Elliott and I would certainly endorse those. I do 
not know what the other agencies have to offer. 

The CuarrMan. Any questions? 

(No response. ) 

The CuarrmMan. Thank you very much, Mr. Keller. 

Now, we have the representatives of the Bureau of the Budget, 
Mr. Gammon is here. 


STATEMENT OF HOWARD GAMMON, BUREAU OF THE BUDGET 


Mr. Gammon. I have a letter, Mr. Chairman, from the Acting 
Director. 

The CHarrMAN. You have a letter from the Acting Director of the 
Bureau of the Budget? 

Mr. Gammon. Yes, sir. 

The Cuarrman. All right, thank you very much. 

In a that the letter may be inserted in the record, I shall read it 
hurriedly: 


This will acknowledge your letter of March 19, 1955, inviting the Bureau of the 
Budget to comment on 8. 1004 and H. R. 3322 (as passed by the House), bills to 
amend the Federal Property and Administrative Services Act of 1949, so as to 
improve the administration of the program for the utilization of surplus property 
for educational and public health purposes. On February 21, we reported to 
you on 8. 1004 (which is identical in language with H. R. 3322 as introduced). 
Also enclosed was a copy of the Bureau’s report on February 15 to the chairman 
of the House Committeé on Government Operations. 

The position of the Bureau of the Budget may be summarized as follows: 
we would favor (1) enactment of the provisions of section 1 of H. R. 3322 relating 
to working capital funds; (2) elimination of the State certification provision of 
section 1 of the House bill; (3) elimination of section 2 of the House bill, and 
insertion in lieu thereof of a new section which would (a) require that surplus 
property be donated for educational and health purposes only through a State 
agency, and (b) authorize the Secretary of Health, Education, and Welfare to 
prescribe minimum standards for the operation of such State agencies; (4) insertion 
of language in the revised section 2 allowing the Secretary to include in such mini- 
mum standards reasonable terms and conditions provided that no restrictions 
could be placed upon the use of any such donated property after it had been placed 
in use by an eligible donee; (5) approval of section 3 of the House bill provided 
section 2 is revised as suggested; (6) enactment of sections 4 (a) and 4 (b) of the 
House bill with minor technical amendments; and (7) revision of section 5 of the 
House bill to limit the quarterly reports to the donation of personal property 
(excluding transfers of real property), to include all donations of personal property 
authorized by the act, and to have the reports made by the Administrator of 
General Services (instead of by the Secretary of Health, Education, and Welfare). 

A detailed discussion of the reasons for, and the effect of, the changes proposed 
by the Bureau is given in the enclosure. 

If desired by the committee, representatives of the Bureau will be available to 
discuss further the views stated herein. 
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The letter is signed by Percival F. Brundage, Acting Director. 

We will also let the analysis submitted with the letter be made a part 
of the record. 

(The analysis referred to follows:) 


BUREAU OF THE BupGET Starr ANALYsIs OF 8S. 1004 anp H. R. 3322 (as Passep 
BY THE House ON Marcu 17, 1955) 


1. DONATION OF SURPLUS PERSONAL PROPERTY FROM WORKING CAPITAL (STOCK 
FUNDS 


The provisions of section 1 of each bill, though differently worded, have ir 
common the purpose of making it abundantly clear that the surplus personal 
property carried in working capital funds or similar financing arrangements 
should be made available for donation on the same basis as other property. This 
section as passed by the House incorporates our suggestion to modify the original 
language which would have required prior review by the Department of Health, 
Education, and Welfare of all surplus property before it could be sold. We felt 
that this requirement would have involved unnecessary delays and complications 
in the disposal of all surplus personal property. We believe this was corrected 
by the language in the bill passed by the House. 


2. CERTIFICATION OF USABILITY AND NEED BY A STATE AGENCY 


We recommend the deletion of the following sentence from section 1: 

‘‘No property shall be transferred under this subsection until the Secretary of 
Health, Education, and Welfare has received from an appropriate State agency 
or Official a certification that such property is usable and needed for educational 
or public health purposes in the State.”’ 

This sentence would require certifications to be made by States to the Secretary 
of Health, Education, and Welfare as to donation of surplus property to educa 
tional institutions of special interest to the armed services, pursuant to paragraph 
(3) of section 203 (j). Since the determination of usability and need in such 
cases is vested in the Secretary of Defense, it would seem that if any certification 
by a State official is required, it should be made to the Secretary of Defense. 


3. RESTRICTIONS UPON THE USE OF DONATED SURPLUS PERSONAL PROPERTY 


Section 2 of each of the bills deals with the question of the need for, and the 
wisdom of, imposing restrictions upon the use or resale by the donee of surplus 
personal property. 8S. 1004 would eliminate all such restrictions upon the use of 
donated surplus personal property. The Bureau’s letter of February 15 endorsed 
the principle of eliminating restrictions placed on the use or resale of surplus 
personal property, provided the Congress made it clear that ‘‘the Secretary of 
the Department of Health, Education, and Welfare would continue to have (a 
responsibility for determining the need for and usability of surplus property prior 
to its donation, and (b) authority for taking steps to assure that State agencies 
have adequate and effective systems for distributing such property to qualified 
users.”’ 

We believe the language of section 2 of H. R. 3322 as revised by the House 
could operate not only to prevent the Secretary of Health, Education, and 
Welfare from imposing restrictions upon use of single items of donated surplus 
personal property which had an acquisition cost below $2,500, but also to prevent 
the imposition of a requirement for certification of bona fide need by the donee 
institution and other reasonable conditions precedent t» the making of a donation. 

We believe that an unrestricted, clear title should pass to the donee institution 
at the time that institution receives donated surplus personal property. We 
understood that section 2 of 8S. 1004 was intended to have this effect by authorizing 
restrictions upon use (i. e., limitations upon a clear title to transferred property) 
to be applied only to real property. 

While we have no objection to the complete elimination of use restrictions, 
we think it is necessary to provide explicit authority for the Secretary of Health, 
Education, and Welfare to establish minimum standards for operation of State 
distribution systems and to conduct sampling inspections including verification 
of selected transactions to assure that property was in fact delivered to a qualified 
applicant on a valid certification. 


61810—55——3 
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We believe the Secretary of Health, Education, and Welfare should have explicit 
authority to withhold allocations of property in any State which did not maintain 
an adequate system. We do not suggest withholding allocations because of 
isolated irregularities but only when the frequency or character of such irregulari- 
ties indicated that the State system for control was inadequate. 


4. SPECIFIC AUTHORITY NEEDED FOR ENFORCING MINIMUM STANDARDS OF OPERATION 


After an extended investigation in 21 States by the General Accounting Offiee, 
undertaken in 1951 at the request of the Congress, the Department of Health, 
Education, and Welfare tightened its administrative controls over the donation 
program. The principal complaint concerning prior administration of the 
donation program had been that Federal surplus property had been allowed to 
accumulate for long periods in State agency warehouses. We believe it im- 
practical to prescribe by law how long such property may remain in a State agency 
warehouse, but we suggest that section 2 of the bill be modified to require adequate 
accounting and inventory controls over the Federal surplus property in such 
warehouses. We believe it is especially important that the Federal Government 
be provided with information concerning the quantities of property accumulated 
in these warehouses because the Federal Government holds title to this property 
even though it is in the custody of State employees. 

We believe the suggestions made above could be accomplished by substituting 
the following language for section 2 of the bill: 

“Sec. 2. (a) Paragraph (2) of section 203 (j) of the Federal Property and 
Administrative Services Act of 1949 is amended by striking out the period at the 
end of such paragraph, and by inserting in lieu thereof a colon and the following: 
‘Provided, That property shall be distributed within a State only through a State 
agency designated by State law, for such distribution pursuant to this paragraph; 
and provided that the Secretary of Health, Education, and Welfare shall prescribe 
minimum standards under which the State agencies shall operate and maintain 
controls over such distribution within each State, and the Secretary of Health, 
Education, and Welfare shall have authority to withhold transfer of property if 
such minimum standards are not met;’ 

“(b) The minimum standards of operation prescribed by the Secretary shall 
include a requirement that the State agency shall maintain accurate permanent 
records of all property received, on hand in State warehouses, and distributed, 
and that State agencies shall make available to the Secretary periodic inventory 
reports showing the value at acquisition cost of surplus property accumulated in 
State warehouses pending distribution to qualified applicants; 

“‘(e) Such minimum standards to be prescribed by the Secretary may also 
include reasonable terms and conditions precedent to the donation of property 
but shall not impose any restrictions upon the use of such donated personal 
property after it has beén placed in use by an eligible donee.” 


I. AUTHORIZATION FOR COOPERATIVE AGREEMENTS WITH STATE AGENCIBS 


Section 3 of each bill would authorize the Secretary of Health, Education, and 
Welfare (and also the head of any other Federal agency designated by the Secre- 
tary) to enter into cooperative agreements with State departments of education or 
health, and with other State agencies cooperating in the programs for disposal of 
surplus property. These agreements would contemplate utilization of the appro- 
priate State agency by the Federal agency in carrying out the program, and would 
also authorize the Federal agency to make property, facilities, personnel, and 
services available to the State agency. 

The Bureau’s letter of February 15 expressed opposition to the original wording 
of section 3 because we believed it was too broad a grant of authority to delegate 
basic Federal functions without a clear requirement for meeting minimum stand- 
ards. The revised language of section 3 (as passed by the House) avoids specific 
permission to delegate Federal responsibility for essential controls, but we believe 
it is still too broad unless the Secretary of Health, Education, and Welfare is given 
specific authority to prescribe minimum standards as provided in the language 
we have suggested for section 2 of the bill. 

As stated in our report on the bill as introduced. we do not “object to cooper- 
ative agreements permitting cross servicing with respect to service functions and 
routine operations, provided there are adequate fiscal controls.” 
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TRANSITIONAL PROVISIONS AS TO LIMITATIONS ON THE USE OF DONATED SURPLUS 
PERSONAL PROPERTY 


The Bureau agrees with the intent of section 4 (a) to give local institutions un- 
restricted title to personal property donated or transferred under provisions of 
law enacted prior to 1949. We recommend, however, that the wording of the 
second sentence of this subsection be revised to preserve the Government’s rights 
in connection with enforcement actions commenced prior to, and pending at the 
time of, the enactment of this bill. 

A corresponding change is suggested in the wording of section 4 (b) to preserve 
the Government’s rights in connection with disposals made under the Federal 
Property and Administrative Services Act of 1949, as amended, provided that the 
liability of the violator of restrictions accrued not later than 1 year after the en- 
actment of this bill. 


QUARTERLY REPORTS TO THE CONGRESS ON DONATIONS MADE IN EACH STATE 


Section 5 of the bill would amend section 203 of the Federal Property and Ad- 
ministrative Services Act of 1949 by adding a new subsection ‘‘(n)”’ requiring 
quarterly reports by the Secretary of Health, Education. and Welfare to the 
Senate and House. These reports would show the acquisition cost of all personal 
property donated to eligible institutions in each State under subsection (j) and 
of all real property donated under subsection (k). 

Such reports are now available within the executive branch; and, if they would 
be useful to the Congress, we believe they should be submitted as provided by 
this section. We suggest, however, that the reports be submitted by the Adminis- 
trator of General Services rather than by the Secretary of Health, Education, and 
Welfare. The Administrator of General Services actually makes the donations 
after the Secretary of Health, Education, and Welfare has allocated property for 
donation. 

Furthermore, the Secretary of Defense also may allocate property for donation 
to educational activities that are of special interest to the armed services (see 
203 (j) (3) of the Federal Property and Administrative Services Act of 1949) 
These transactions do not come to the attention of the Secretary of Health, 
Education, and Welfare, but we believe they should also be included in reports 
to the Congress on donations of surplus personal property. 

A report to the Congress from the Secretary of Health, Education, and Welfare 
would cover a smaller fraction of the total donation program if the Congress acts 
favorably on any of the various proposals to add civil-defense organizations or 
other groups to the list of eligible donees for surplus personal property 

Section 5 of the bill would require quarterly reports for both real and personal 
property. We believe the transfer of surplus real property is a special problem 
and that the committee should consider the advisability of modifying the language 
slightly to require quarterly reports only for surplus personal property donat 

We should, of course, provide the Congress with whatever information it needs 
concerning transfers of surplus real property; but the House committee report 
indicated that the reason for adding section 5 to the bill was to provide the 
Congress with information concerning the equity of distribution among the States 

This is not a problem with respect to real property which normally is transferred 
to an eligible institution within the same State (movable building’ are sometimes 
an exception). Furthermore, surplus real property is transferred for a variety 
of purposes other than education or publie health, including historic monuments, 
parks, recreational areas, wildlife refuges, airports, and power-transmission lines 


IONS, 


The CHarrmMan. Any further comment, now? 

Mr. Gammon. Yes. I should emphasize that the effect of what 
was said would be really to make three changes; strike one sentence 
out of section 1- 

The CuarrmMan. Let me see, what sentence is that, now? 

Mr. Gammon. Thats the sentence beginning at line 8 on page 1, sir 

The Cuarrman. Where it says: 


No property shell be transferred under this subsection 


Mr. Gammon. Correct, sir. 
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The CHAIRMAN (continuing): 

Until the Secretary of Health, Education, and Welfare has received from an 
appropriate State agency or official a certification that such property is usable and 
needed for educational or public health purposes in the State. 

Why would you want to strike that? 

Mr. Gammovy. Sir, our reasons are given on the first page of the 
attachment. 

The reason is that this language would require a State certification 
to be made to the Secretary of Health, Education, and Welfare about 
property which the Department of Defense wants to donate to such 
groups as the Boy Scouts, Girl Scouts, or the Campfire Girls, military 
preparatory schools, or any of various other special educational activ- 
ities to which the Department of Defense can allocate property under 
section 202 (j) (3) of the act asitisnow. We think there is a technical 
deficiency there. 

We believe the intent of this sentence was to establish the State as 
an exclusive channel for distribution. Although we have no objec- 
tion to such use of the State, we think this is the wrong wording to 
require that distribution be made only through a State agency. We 
are fully in accord with using the State as a certifying and exclusive 
distribution channel for surplus property. We think the revised 
wording we suggest for section 2 of the bill would more effectively 
carry out what we understand to be the intent of the sponsors of the 
bill. 

The CuarrMan. All right, we will have our staff look into it and 
give further thought to it. 

Mr. Gammon. The next change and really the most important 
change is revised wording for section 2. 

The CuHarRMAN. What do you have in mind there? 

Mr. Gammon. We propose that this section be reworded completely. 
First, establish the States as exclusive distribution agencies; 

Second, to direct the Secretary of Health, Education, and Welfare 
to prescribe minimum standards for participating State agencies in 
distributing such surplus property to eligible institutions; 

Third, to specify those standards would include requirements for 
maintaining inventories of such Federal property in State warehouses. 
As you know, the States do not hold title, they are merely distributors 
of such Federal surplus property to the eligible institutions. 

Last, that the conditions which the Secretary of Health, Education 
and Welfare could impose would not include any restrictions upon the 
use of the property after it had been put in use by a donee. In other 
words, we are more in accord with the bill as you introduced it as 
S. 1004, with respect to eliminating use restrictions upon the donee 
than the House bill is. 

In other words, we are not in accord with the $2,500 compromise. 

Senator Corron. Mr. Chairman, may I give you my proxy? 
Somebody has called, and I have to leave. 

The CHarrman. I might say that apparently we are not going to 
be able to vote out the bill today, Senator. 

Senator Corron. Well, if you will, I would like to have you vote 
for the bill for me. 

The CHarrMan. Thank you. I did want to get the bill out, but 
we cannot do it without a quorum present. 
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Now, Mr. Gammon, you do not have any suggested language, in 
the bill? 

Mr. Gammon. We do, sir. It is found in the attachment here, the 
words we suggested for that purpose. 

The CuarrMan. All right. 

Mr. Gammon. The words are on page 3 of the attachment which 
vou have, sir. 

The Cuarrman. All right. 

Mr. Gammon. This is the major change, the change in section 2 is 
the major change. We propose there are minor rewordings which are 
not controversial, which the other agencies have agreed to, in section 4 

a), in section 4 (b), and the reporting section 5. The GSA witness 
discussed the question of who would make that report. The Bureau 
prefers that GSA make the report. 

We also would suggest to the committee it might want to limit the 
report to donations of personal property, since in real property trans- 
fers we do not have the problem of equitable distribution among the 
States. The House committee indicated its reason for inserting sec- 
tion 5 in the bill was so that the committee and the Congress would 
be informed of what was being donated to each State to insure that 
there would be equitable distribution among the States of this surplus 
Government personal property. We think the purpose might be 
better served if the reports dealt only with donations of surplus per- 
sonal property. We agree that such reports might be of value. 

The CHarrmMan. Let me ask you this. Apparently some of the 
agencies are going to be in slight disagreement in this matter. 

Do you know whether this bill as passed by the House is workable; 
do you think it can be properly administered? 

Mr. Gammon. We are not satisfied, sir, that it preserves the author- 

tv of the Secretary of Health, Education, and Welfare to maintain 
ccoetiiaal controls which will insure that the property goes only to 
qualified donees and is not improperly diverted before it is placed 3 
use by a school or health institution. That is the reason for our sug- 
gestion in section 2. We believe there is urgent need for revision of 
this one section to make the bill workable. 

We are not in disagreement with the main purpose to establish the 
donability of surplus stock-fund property; and we never have been, as 
far as the Bureau of the Budget is concerned. 

The CHarRMAN. You do not oppose that? 

Mr. Gammon. No. This was made clear in the Bureau’s testi- 
mony on H. R. 3322 before the House subcommittee. 

The CuarrmMan. Any questions by members of the committee? 

Senator Ervin. Your proposed amendment on page 3 says: 

Property shall be distributed within a State only through a State agency 
designated by State law for such distribution pursuant to this paragraph. 

Is there not a danger if that is incorporated that some States might 
not have a State agency designated pursuant to this paragraph? 

There are a lot of State legislatures that could be out of session, 
some of them for 2 vears. 

Mr. Gammon. Perhaps a technical change in the wording we propose 
might be necessary, such as to say “a State agency designated pur- 
suant to State law.” Presently there are State agencies in all but 
three States and I am informed there is no statutory impediment in 
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these States to the creation of a State agency. For some reason that 
we do not know, apparently the governors in those three States had 
elected not to establish a State surplus property agency. 

Senator Ervin. Some States like mine have several agencies. For 
example, we have one agency with respect to hospitals and quite a 
different one with reference to educational institutions. 

Mr. Gammon. Well, the intent was to establish that the State 
would be used as the channel, which we understood was the intended 
meaning of the sentence in section 1 requiring the State certification, 
We agree in purpose. It is a question of how to word that. 

Senator Ervin. And I think there would be also some authorized 
State agencies other than an agency pursuant to this paragraph, 

Mr. Gammon. Perhaps the wording should be changed. Our 
intent was to require action (in whatever form was appropriate under 
the law of each State) to . responsibility for distribution in a State 
agency, designated either by the governor or by the legislature of 
each State. 

Our language would merely establish that there must be such a State 
agency (however, it might be appropriately established) and that the 
Federal Government would not donate property to individual insti- 
tutions except through appropriate State agencies, which we believe 
was the intent of the House committee in inserting (in sec. 1) a require- 
ment for a State certification. 

Senator THurMonD. You would not have any objection if it was 
revised to provide for legislative action or executive authority? 

Mr. Gammon. Not a bit. 

Senator THurmMoNnpb. And that would leave it wide open for the 
State to determine. 

Mr. Gammon. The governor, if he has legal authority, could 
designate the State agencies—well, that is a matter of State constitu- 
tion and State law, of course, and we have no opinion as to how, a 
particular State should establish its State agency. 

The CuarrmMan. Thank you very much. 

Now, we have the Department of Defense, represented by Mr, 
Lanman, Mr. Vick, Mr. Sundstrom, Mr. Jenkins, and Mr. Zucker. 


STATEMENT OF MAURICE H. LANMAN, JR., ASSISTANT GENERAL 
COUNSEL (FISCAL MATTERS); ACCOMPANIED BY WILLARD 
0. VICK, ASSISTANT COUNSEL; JOHN W. SUNDSTROM, CHIEF, 
DISPOSAL DIVISION, OFFICE OF THE ASSISTANT SECRETARY 
OF DEFENSE (SUPPLY AND LOGISTICS); JAMES C. JENKINS; 
AND MELVIN K. ZUCKER, COMPTROLLER’S OFFICE, DEPART- 
MENT OF DEFENSE 


Mr. Lanman. May I say that the position of the Department of 
Defense on the matter of the application of donable property provi- 
sions to stock-fund property has always been that the Congress 
should consider the matter and clarify the law and its intent in that 
respect, and I would like to say that this statement is offered in that 
spirit, in the spirit of only laying before the committee the facts that 
we believe should be considered in that connection, and not in any 
spirit of renewing any academic arguments or in any argumentative 
sense at all, sir. 
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The CHarrMAN. All right. 

Mr. Lanman. Mr. Chairman and members of the committee, | 
appreciate an opportunity to appear before you today to discuss this 
proposed legislation. 

In presenting the position of the Department of Defense, I should 
like to cover three main points. 

(1) The Department of Defense does not oppose in any way a 
BW am to make available to educational and health institutions 
Federal property which is surplus to the needs of the Federal Govern- 
me nr and which can be effectively utilized by these institutions. 

The problem of supply management and discipline within the 
Roskeaaees of Defense and its responsibility to the Congress and to 
the taxpayers for businesslike operations of all the functions of the 
Department and in particular supply management. 

(3) To propose within the framework - these desired objectives 
of maintaining a donable program and at the same time operating 
the vast enterprises of the Department of " Defense on a businesslike 
basis—a possible solution. 

Aware of the constitutional provision, that the Congress has the 
sole authority over the disposition of Federal property, the Depart- 
ment of Defense has always taken the position that properties surplus 
to its needs must be disposed of in a manner consistent with the ex- 
pressed intent of the Congress. 

In our endeavor to implement statutory authority granted by the 
Congress for the operation of activities in the Department of Defense, 
procedures and regulations were promulgated based upon — at was 
legally determined to be required pursuant to the mandate of Con- 
gress. These procedures and regulations as implemented tnabler as 
they affected the area relating to donations of mens to public 
health and educational institutions, raised certain legal questions as 
to their conformance with other legislative provisions which appear 
to require statutory clarification. 

This bill, as passed by the House, removes all doubt as to intent of 
that body with respect to the source of property that shall be available 
for the donable program. 

Section 1 would amend the present provisions of section 203 (j) of 
the Federal Property Act of 1949, to provide that in determining 
surplus property to be donated to State health and educational 
institutions, including research, property held in working-capital 
funds of the Department of Defense established pursuant to the pro- 
visions of section 405 of the National Security Act, shall be subject 
to such a determination. 

Congress by specific legislation has authorized certain Government 
agencies to establish working-capital funds, the purpose of which is 
to finance inventories held for the use of the agency. In the case of 
an activity engaged in the business of purchasing and storing materials 
for eventual distribution the working-capital “fund would take the 
form of a stock fund. The working-capital fund is required to be 
accounted for on the same basis as a private business, and most impor- 
tant the fund is intended to be self-supporting. 

Because of the fact that approximately 90 percent of the Govern- 
ment’s surplus property is generated in the Department of Defense 
and since a substantial percentage of such property is held in working 
capital or stock funds of the Department, the impact of this legisla- 
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tion on the operations of working capital funds in the Department of 
Defense, as well as the reasoning behind the Department’s position 
based on the present provisions of law, may not be readily apparent, 
it is believed that a brief explanation of stock funds is desirable. 


STOCK FUNDS IN THE DEPARTMENT OF DEFENSE 


Congress in its wisdom, realizing the enormity of activities in the 
Department of Defense, decided to provide the means by which 
control and accounting for the costs of operations of this vast enter- 
prise could be accomplished. The resulting legislation, Public Law 
216, 8ist Congress, amended the National Security Act of 1947 by 
adding title IV of which section 405 authorizes the establishment of 
working-capital funds in the Department of Defense. The statute 
prescribes that working capital of the funds shall be provided by 
capitalizing inventories together with enough cash for normal operat- 
ing purposes. This cash has been derived from unused balances of 
old appropriation not available for any other purpose. 

The Secretary of Defense is authorized to prescribe regulations 
governing the operations of the fund. As expenditures for procure- 
ment and authorized expenses of the fund are incurred, the cash of the 
fund is reduced; but it is subsequently replenished by cash received 
for material issued at cost. This is assured by a mandatory require- 
ment that the fund be charged for cost of material and reimbursed 
from its customers for all property sold to them. The fund is thus 
retained intact. 

There are 3 stock funds in the Department of Defense, 1 for 
each of the military departments. There are, however, divisions 
under each stock fund established by categories of material, such as 
subsistence, clothing, fuel, medical-dental supplies, spare parts, and 
so forth. These divisions once established are managed by a supply 
organization regardless of location of inventories much in the same 
way as a large commercial merchandising activity, such as the Sears, 
Basbiack stores. 

The principles of stock fund operations might be best illustrated 
through an example: A business-type enterprise— the navai stock 
fund—‘‘owns’”’ all the fuel oil of the Navy. This enterprise is operated 
by the Navy, of course, but no oil is issued or consumed unless there 
is a charge to the current appropriations and the current allotment 
of the commander of the ship or the shore station. Therefore, the 
stock fund either has the oil or the funds which it received from the 
appropriation—one or the other. Thus the integrity of the working 
inventory and mobilization reserve are maintained. Because there 
are no free issues under this type of operation, the consumption of 
resources or the use of the material is controlled by action of the 
Congress in making appropriations. Only when an allotment to a 
station commander from an appropriation for the purpose is available 
to receive the charges can the material be withdrawn. This principle 
is being applied to consumption-type materials and equipment in 
the Department of Defense. This is accomplished by capitalizing 
the inventory on hand together with providing enough working 
capital to handle the turnover. 

Aside from the obvious advantages resulting from improved man- 
agement of the large inventories—and the examples of these improve- 
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ments are numerous—the principle has introduced a discipline in 
terms of the attitude of the user of the property which has not here- 
tofore been present, that is, that the commander of the post, camp, 
or station can only procure from the stock fund when he has funds 
which have been made available by the Congress through the appro- 
priation process to ‘‘pay”’ for what he uses. The practice of making 
charges—rather than the old practice of “‘free’’ issue—for material 
taken off the shelf is, in the opinion of many, who have given serious 
thought to the problem, the most effective means of achieving supply 
control and efficiency and economy in the use of resources in day-to- 
day operations. The statute—section 405 of the National Security 
Act—is mandatory in this regard. It provides that the stock fund 
shall be reimbursed for the supplies, stores, and materials when issued. 
This section of the law goes further, however, in its encouragement of 
good supply practice and it provides that when the ship or station 
commander has supplies on hand which are not required for use, he 
can return them to the stock fund for credit to his appropriation. | 
should like at this time to submit in the record a legal opinion with 
respect to the provisions of section 405, which opinion has been ap- 
proved by the General Counsel of the Department of Defense. 
(The opinion referred to is as follows:) 


DEPARTMENT OF DEFENSE, 
OFFICE OF GENERAL COUNSEI 
Washington, D. C., August 4, 1954. 
Memorandum for Mr. W. J. MeNeil: 

You have asked for my opinion as to the legality of granting approval to a 
proposed amendment to section 12 (a) of Department of Defense Directive 
7420.1 (regulations governing stock fund operations issued by the Secretary of 
Defense, pursiant to sec. 405 (g) of the National Security Act Amendments of 
1949). The proposal would clarify the authorization to transfer surplus property 
to the General Services Administration for donation to educational and health 
institutions without reimbursement except for costs of packing, handling, and 
transportation, when a determination is made that no substantial return to the 
stock fund would result from a sale of the property, taking into consideration 
the expenses of preparation for sale, handling, and selling. 

Section 405 of Public Law 216, 81st Congress, approved August 10, 1949, 
provides in part as follows: 

“Sec. 405. (a) In order more effectively to control and account for the cost of 
programs and work performed in the Department of Defense, the Secretary of 
Defense is authorized to require the establishment of working-capital funds 
the Department of Defense for the purpose of 

(1) financing inventories of such stores, supplies, materials, and equip- 
ment as he may designate; and 

*(2) providing working capital for such industrial-type activities, and for 
such commercial-type activities as provide common services within or among 
the departments and agencies of the Department of Defense, as he may 
designate.”’ 

“Src. 405 (ec) Such funds shall be 

‘“‘(1) charged, when appropriate, with the cost of stores, supplies, mate- 
rials, and equipment procured or otherwise acquired, manufact: red, repaired 
issued, and consumed and of services rendered or work performed, including 
applicable administrative expenses; and 

(2) reimbursed from available appropriations or otherwise credited for 
the cost of stores, supplies, materials, or equipment furnished and of services 
rendered or work performed, including applicable administrative expenses.’’ 

In authorizing the creation of working-capital funds for use in financing inven- 
tories of stores, supplies, materials, and equipment, the Congress indicsted that 
such funds were to promote the application of commercial practices. ee House 
Armed Services Committee Repcrt No. 1064, July 14, 1949, pages 1l-and 2 as 
follows: 


1) 
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‘“‘Among its other provisions are authority for the organization of inventories 
of the military departments into stock funds, for the operation of industrial- and 
commercial-type activities as integral working units—in a manper similar to 
commercial business enterprises—on the basis of an adequate capital structure.’ 
x * x 

That the stock funds were intended by the Congress to be established on a 
business-like basis and commercial practices to be applied to their operations was 
reiterated by the Senate Armed Services Committee in their report on Imple- 
mentation of Title 1V National Security Act, as amended, dated January 15, 1954, 
at page 9 as follows: 

“ANALYSIS AND FINDINGS 


“Title IV authorized the installation of working-capital funds for the financing 
and control of inventories of common-use items * * * 

“Tt was the objective of title IV to permit, by the use of working-capital funds, 
a consolidation of operating and fiscal responsibility under single management, 
to effect common use of facilities and inventories, to facilitate the implementation 
of performance budgets and generally, to provide a means for businesslike man- 
agement and financing of standard stock inventories * * *. [Italics supplied.] 

The provisions of 405 (c) (supra) are mandatory. The fund is required to be 
charged with the costs of stores, supplies, materials, and equipment procured, 
and reimbursed from available appropriations or otherwise credited for cost of 
stores, supplies, materials, cr equipment furnished. Congress intended therefore 
that the fund, once capitalized, remain intact to the extent capable by the appli- 
cation of commercial practices. This mandate is again indicated by the provi- 
sions of 405 (g) as fcllows: 

“Sec. 405 (g) The Secretary of Defense is authorized to issue regulations to 
govern the operation of activities and use of inventories authorized by this section, 
which regulations may, whenever he determines the measures set forth in this 
subsection to be required by the needs of the Department of Defense, and when 
such measures are authorized by law, permit stores, supplies, materials, and equip- 
ment to be sold to, and services to be rendered or work performed for, purchasers 
or users outside the Department of Defense. In such cases, the working-capital 
funds involved may be reimbursed by charges against appropriate appropriations 
or by payment received in cash.”’ 

Under this provision sales of stores, supplies, material and eauipment to pur- 
chasers outside the Department of Defense when authorized by law and con- 
sistent with the needs of the Military Establishment may be permitted by regula- 
tions governing the operations of the stock fund. When such sales occur the stock 
fund must be reimbursed either by charges against proper appropriations or by 
cash. Absent such authority the proceeds of such sales would be required to be 
covered into miscellaneous receipts of the Treasury pursuant to the provisions of 
R. 8. 3617 and R. 8. 3618. 

While it is clear that section 405 requires reimbursement for all stores, materials, 
supplies and equipment issued from the stock fund, it is equally clear that this re- 
quirement is for the purpose of providing the means for acquisition and replenish- 
ment of inventories and to protect the integrity of the working capital in the fund. 
Since the property to be disposed of under the proposed clarifying amendment is 
that which would produce no substantial return, the reimbursement requirement 
would serve no useful purpose. As a matter of fact, if the expenses of continued 
handling and preparation for sale exceed the estimated return, the net result 
would, of course, be an impairment of the working capital directly contrary to the 
intent of the statute. The proposed amendment also appears to be an application 
of a commercial practice that might be adopted by an ordinarily reasonable and 
prudent businessman, and in the light of the expressed congressional intent that 
business attitudes and business methods be applied to operations under these funds 
it is my opinion that the proposed amendment would not contravene the reim- 
bursement reauirements of section 405. 

Having reached the foregoing conclusion that the proposed amendment affect- 
ing the disposal of surplus property of a stock fund is within the purview of the 
mandatory reimbursement reauirements of section 405 (c), there is for further con- 
sideration section 203 (j) of Public Law 152, 81st Congress, Federal Property and 
Administrative Services Act of 1949, as amended, which provides as follows: 

“Sec. 203 (j) (1). Under such regulations as he may prescribe, the Adminis- 
trator is authorized in his discretion to donate for educational purposes in the 
States, Territories, and possessions without cost (except for costs of care and han- 
dling) such equipment, materials, books, or other supplies under the control of 
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ahy executive agency as shall have been determined to be surplus property and 
which shall have been determined under paragraph 2 or paragraph 3 of this sub- 
section to be usable and necessary for educational purposes. [Italics supplied.] 

“(2) Determination whether such surplus property (except surplus property 
donated in conformity with paragraph 3 of this subsection) is usable and necessary 
for educational purposes shall be made by the Federal Security Administrator, 
who shall allocate such property on the basis of needs and utilization for transfer 
by the Administrator of General Services to tax-supported school systems, schools, 
colleges, and universities, and to other nonprofit schools, colleges and universities 
which have been held exempt from taxation under section 101 (6) of the Internal 
Revenue Code or to State departments of education for distribution to such tax- 
supported and nonprofit school systems, schools, colleges, and universities; except 
that in any State where another agency is designated by State law for such pur- 
pose such transfer shall be made to said agency for such distribution within the 
State.”’ 

This provision, as originally enacted, effective June 30, 1949, authorized the 
General Services Administrator in his discretion to donate surplus personal 
property to educational purposes as determined by the Department of Health, 
Education, and Welfare to be useful and necessary for educational purposes. As 
amended, effective September 5, 1950, public health institutions were included as 
authorized donees on the same basis as educational institutions. 

Since the Congress thus provided that the authority of the General Services 
Administrator to donate property is discretionary only, there is no alternative as 
to which course the Secretary of Defense must take when implementing mandatory 
provisions of law, such as the reimbursement requirements of section 405 (c), and 
deviations therefrom may be justified only to the extent of applying commercial 
practices as intended by Congress. 

It is, therefore, my opinion that, in the absence a clarifying action by the 
Congress, the discretionary prov isions of section 203 (j) of the Federal Property 
and Administrative Services Act do not exempt the Sec a tary of Defense from the 
mandatory requirements of section 405 of the National Security Act, when issuing 
regulations governing the operations of stock funds authorized under that section. 

It is further noted that section 405 (c) was a later enactment than 203 (j). 
Any inconsistencies must be resolved in favor of the later enactment. While it 
might be argued that 203 (j) was amended in 1950, a period subsequent to the 
effective date of section 405 (c) thereby refuting the later enacted theory, a review 
of the legislative history of this amendment to section 203 (j) reveals that the sole 
intent of the Congress was to extend the donable property benefits to include 
health institutions without any change in prior policy. 

Maurice H. LanMAN, Jr., 
Assistant General Counsel (Fiscal Matters). 


Notr.—Even if it be assumed that the legal conclusions reached in that opinion 
are correct; i. e., that the authority of the General Services Administrator is 
paramount, it should be noted that the regulations issued by that official specif- 
ically exclude property held in working-capital funds oo the definition of prop- 
erty eligible for donation. Furthermore, up to this date, General Services Admin- 
istration has not proposed to exercise such authority by declaring stock fund 
property eligible which the Department of Defense has indicated that it should 
be reimbursable. In any event, however, the conclusion reached in my earlier 
opinion, that congressional clarification is necessary, which conclusion has been 
concurred in by both the General Services Administrator and the Secretary of 
Health, Education, and Welfare, as well as the Bureau of the Budget, has not 
been changed. 


Mr. Lanman. The conclusion of this opinion that working capital 
funds were intended by the Congress to be reimbursed, was concurred 
in by a representative of the General Accounting Office in his state- 
ment before the House committee on this bill. 

The advantage of this stock funding device is thus twofold: 
(1) The stock fund manager (or store manager) is required to main- 
tain careful financial property accounting for everything under his 
control; and (2) The customer has become conscious of the cost of 
the things he uses. This is in contrast to the situation which obtained 
for over 100 years before the enactment of title IV of the National 
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Security Act. The customer was provided there with money through 
appropriations for the things he was going to use, and ther -eafter there 
existed no accounting in terms of dollars or items and no information 
made available to the C ongress when it was appropriating money as 
to the extent and character of the property holdings. Under such a 
situation, the user was in a position to receive free issues of materials 
and had not the slightest idea of the cost of anything he used nor, 
you may be sure, was any money ever appropriated for purchases 
of this kind of property ever returned to the Treasury. Under the 
stock fund device consumption data and accountability for property 
are both present. The economy and advantage resulting from this 
type of supply management is clearly illustrated by the fact that in 
excess of $1 billion in cash has been returned to the Treasury by 
congressional action from these funds since they have been in opera- 
tion, while at the same time all the needs of the Department of 
Defense have been met adequately. 

It is our firm belief that the salutary effect of supply discipline 
which is being encouraged through the use of stock funds might well 
be dissipated in a circumstance where c ‘harges to commanders through- 
out the establishment are required for credit to the stock funds at 
the same time but that others might be free to acquire some of the 
same materials by donation, however worthy a purpose there might 
be for the donation. 

The extension of this principle and the expansior of these funds by 
the Department of Defense were in direct line with recommendations 
of the House Committee on Government Operations’ Subcommittee 
on Military Supply Management in House Report No. 857, 83d Con- 
gress, on page 6, which states: 

The subcommittee recommends a positive program which will require the use 
of stock funds to finance and manage all categories of common-use standard stock 
items 
and further, at page 7, that the Secretary of Defense establish a prior- 
ity project for placing all inventories under monetary contro) and 
extend such control to all levels of supply. As a matter of fact, the 
subcommittee was critical of the delay in issuance of the regulations 
to accomplish this purpose. Additionally, the report stated with 
particular reference to Defense Department surplus property, that— 

Unless a practical plan for disposal is developed now, the Government will 
stand to lose an unpredictable amount of money. The experience of the com- 
mercial world in merchandising and distribution should be obtained immediately 
in order that a sensible businesslike plan may be developed for the benefit of 
the taxpayer. 

In the effort to implement the provisions of section 405 of the 
National Security Act as amended, and in prescribing the regulations 
governing the operations of stock funds in the Department of Defense 
as authorized pursuant to section 405 (g), inadvertently no con- 
sideration was given to the donable provisions of Public Law 152. 
However, had notice been taken of the provisions of section 203 (j), 
as well as the language of House Report No. 670 of the Federal Prop- 
erty and Administrative Services Act of 1949 which stated as follows: 

As most of the objectives of the Surplus Property Act of 1944, as amended 
have largely been attained, the bill, in harmony with existing law, dispenses with 
all priorities and preferences on personal property. The committee believes, 
however, that, from time to time, there will become surplus to the Government, 
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books, equipment, or other supplies, the sale of which would realize little monetary 
return but which would be usable by and of great benefit to our schools and 
colleges. 

Our position with respect to the provision of the regulation and 
our efforts to amend the regulation to accommodate the donable 
provisions would not have changed because of what we considered 
to be mandatory requirements in section 405 as against the dis- 
cretionary provisions of section 203 (j) and the criteria set out in the 
legislative history. Such a position would have been in consonance 
with the position of the General Services Administration for the 
obvious reason that the General Services Administration Regulations 
I-I—102.01 (definition of terms) specifically excluded property held by 
the stock fund as falling within property subject to donation under 
the provisions of section 203 (j). The language in the regulations 
provides as follows: 

02.01.8 DoNAaBLE Property. Surplus ecuipment, materials, books, or other 


supplies under the control of any executive agency except * * and (¢) property 


which was accuired by the use of funds e ither not appropriated from the general 
fund of the Treasury or appropriated therefrom but by law reimbursable from 
assessment, tax, or other revenue or receipts, unless the holding agenevy deems 
it uneconomical or impracticable to dispose of the property other than by dona- 
tion 

No one was heard to complain about the operations of the Depart- 
ment of Defense in the light of the provisions of section 203 (j) until 
the establishment of the Quartermaster General Supplies Division 
of the Army stock fund (which is the source of considerable donable 
property) in January of 1954 and the issuance of the stock fund 
regulations in February 1954, along with the planned extension of 
the stock fund to post, camp, and station level. The State disposal 
personnel began to publicize their fears that the actions taken by 
the Defense De ‘partment could only result in drying up the sources 
of donable supply in the Military Establishment. There has always 
been, and there will continue to be, available for the donable program, 
those categories of material not specifically capitalized into stock 
funds, in addition to all property once paid ie and issued from the 
stock fund to the user and subsequently becoming surplus in the 
hands of the user, and he is unable to realize any substantial return 
from a sale back to the stock fund or otherwise, consequently during 
the fiscal year 1954 and for the first 2 quarters of 1955, a total of 
$118,406,239 has been made available to the donable program from 
the inventories of the Department of Defense. 

The CuarrMan. At this time, will you tell us how much now is 
disposed of under stock funds? You made that much available, 
$118,406,000, during 1 fiscal year, and the first 2 quarters of another 
fiscal year 

Mr. LANMAN. What was the total value of surplus sales from the 
stock funds? 

The Cuarrman. That you sold, yes, that went back into the stock 
fund. 

Mr. Jenkins. Senator McClellan, we did not have a breakdown of 
the donations between stock fund and non-stock-fund property over 
the same period—and incidentally, this $118 million is not all stock 
fund, either, it is a gross figure, both stock fund and nonstock. 

The Cuatrman. | know, but I would like to get the figure for the 
same period. 
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Mr. Jenkins. For the same period, I believe it would be in the 
neighborhood of $1,000,200,000 or somewhere between that and one 
billion and a half— 

The CuHarrMAN. $1,200 million you mean? 

Mr. Jenkins. Yes; I am sorry, $1,200 million. 

The CHarrMAN. Somewhere in there—— 

Mr. Jenkins. Is that right, Mr. Sundstrom—is it not in about the 
neighborhood of that figure for the 18-month period - 

The CuarrMan. Does that figure, $118 million represent acquisition 
cost? 

Mr. Jenkins. Acquisition cost, yes. 

The CHarrMan. Then you sold, according to the testimony before, 
you sold $1 billion or $1.5 billion that you might otherwise bave made 
available for the distribution to this program, to the schools, and so 
forth; you realized, according to the testimony that has been given 
here this morning, only about 7 percent gross out of those sales? 

Mr. Jenkins. That is right. We have some data which I think 
we are going to cover later. 

The CuHarrMan. All right. 

Mr. Jenkins. If Mr. Sundstrom has the figures for the 18-month 
period, I think he can give you that. 

Mr. Sunpstrom. Mr. Chairman, I am John W. Sundstrom, I am 
Chief of the Disposal Division, Office of the Assistant Secretary of 
Defense, Supply and Logistics. 

I think perhaps the significant figure is that during the calendar 
year 1954, 6.4 percent of the total of the available surplus was donated 
to public health and educational institutions. 

The CHarRMAN. 6.4 percent? 

Mr. Sunpstrom. Of the total available surplus. 

The CuarrMan. That is through the Military Establishment? 

Mr. Sunpstrom. That is right, sir, with only slight exceptions, the 
bulk of it would have been either sold, abandoned or destroyed. 

Now, valuewise, dollarwise, the figure for this period, which differs 
a little bit from that 18-month period—— 

The CuarrMan. If you can give it to us for 1 calendar year, that 
would be helpful. 

Mr. Sunpst: om. Yes, sir; that is what I was going to say. The 
total for the last calendar year—— 

The CHarrmMan. That would be 1954? 

Mr. Sunpstrom. During calendar year 1954, which was donated 
was—well, roughly, $95 million, you could say, or 6.4 total available 
sales represented just under $95 million for calendar year 1954. 

The Cuarrman. That was donated property for the calendar year 
1954? 

Mr. Sunpstrom. That was donated property for the calendar 
vear 1954 for the public health and educational activities. 

The CuarrmMan. What figure? 

Mr. Sunpstrom. $95 million acquisition cost. 

The CuarrMan. How much was sold for the stock fund? 

Mr. Sunpstrom. This figure—as I pointed out, we do not have that 
breakdown by the stock fund and other properties. We have some 
figures. 

Mr. Lanman. Senator, a total of surplus property was disposed of 
by the Department of Defense during this period, of $1,273,368,919, 
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but with respect to the breakdown of that figure between the stock 
fund and large categories of other property, we do not have that figure 
as to how much of the grand total of surplus disposed of came from 
the stock fund. 

The CHarrMAN. Can that not be supplied immediately? 

Mr. JENKINS. No, sir. 

In our stock fund accounting techniques that have been in effect 
for the past 18 months, we did not break the disposal down between 
what we donated and what we sold, and the figures we are reading 
from here were both stock and nonstock fund that were compiled from 
separate sets of data completely, and it would be rather difficult to 
get that figure. 

The CuarrmMan. Well, you can see what position we are confronted 
with; you are disposing of over $1 billion worth of surplus property in 
a year, and you received only 6 or 7 cents on the dollar for it of the 
original cost, and our position, at least of the chairman, and I think 
the Congress’ position, is that greater benefit would result to the public 
at large to donate that property that was suitable for the purpose to 
these institutions, rather than get that small amount of money out 
of it. 

Mr. Lanman. Right. 

Mr. Jenkins. Pardon me, Senator 

The Cuarrman. That is the whole objective of this program. 

Mr. Jenkins. Right. 

We are going to present some additional data which will attempt to 
differentiate between the kind of property which the Health, Educa- 
tion, and Welfare is interested in, and the general run of stock which 
we have. 

All I wanted to say, in general, was this: that better than $1 billion 
worth of property that we disposed of, consisting of everything—in 
other words, scrap, salvage, weapons, spare parts for tanks, and so on, 
which nobody wants except for 

The Cuarrman. Well, I appreciate that; it would be of no worth to 
anybody, you mean. 

Mr. Jenkins. That is correct. 

The CuarrMan. It would be of no service in this program with 
respect to that property, of course, and we do not want to interfere 
with your stock fund program at all, in relation to those types of 
property, but if it is suitable, we are interested in getting the maximum 
use and benefit from it by making it available for institutions. 

Senator Martin? 

Senator Martin. This $1 billion, is that the original acquisition 
cost? 

Mr. Jenkins. Yes. Again, that is somewhat misleading because 
much of this property may be used and completely unserviceable, so 
that the acquisition cost does not really represent the value of the 
property itself. 

The Cuarrman. I understand. 

Mr. Jenkins. But when we get to the point of setting forth the 
property that you are interested in in this statement, at that time if 
the committee desires, we can discuss the difference. 

The Cuarrman. Well, that is all right. Maybe I should not-have 
interrupted you in your statement, but it attracted my interest. 

All right, proceed. 
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Mr. Lanman. While there is presently in the stock funds of the 
Department of Defense material in excess of the mobilization base 
and planned peacetime operations, these excesses are due primarily 
to the following factors: 

(1) Materials were purchased in large quantities for an all-out war 

Korea. 

(2) Upon the termination of hostilities in Korea, there had been 
enormous quantities of materials procured, as well as items that were 
in an advanced stage of procurement, and the technique which was 
used in reducing personnel strengths could not be readily applied to 
reducing the vast stores of material, or those in an advanced stage of 
procurement, with the result that the stock on hand was greatly in 
excess of that needed for day-to-day operations and the planned mobi- 
lization base. 

The efficient use of the stock fund technique contemplates balancing 
the stocks for current needs and the mobilization base. Excess stocks 
and consequently, surplus stocks will be generated only to the extent 
of normal obsolescence and spoilage which is inherent in any business- 
like operation and, of necessity, would consist of a very normal amount 
in terms of surplus property available for the donable program. 

The creation of cost-consciousness and supply discipline has been 
introduced into the operations of the Department of Defense through 
the use of the stock fund device. Proof of cost-consciousness and 
supply discipline is best illustrated and evidenced by return to the 
Treasury of $1,085 million in cash since their inception. The Depart- 
ment of Defense is, therefore, reluctant to forego their considered 
legal responsibility in the use and operation of the stock fund device 
which the Congress provided to them, particularly, where there has 
been a clear understanding throughout the executive branch that the 
intent of Congress insofar as the donable provisions of section 203 (j) 
are applicable to surplus property held by working-capital funds, 
stock funds, and, particuls ly since such property es been excluded 
from the donable program by definitions of the General Services 
Administration regulations. 

While we were attempting to work out a basis upon which we could 
cooperate to the fullest degree with the donable program, a joint task 
force consisting of the Bureau of the Budget, General Services Ad- 
ministration, the Department of Health, Education, and Welfare, 
and the Department of Defense, conducted a field trip to study the 
impact of the Department of Defense stock fund regulations on the 
Department of Health, Education, and Welfare surplus property 
donation program. 

We would like to offer for the record a summary of findings of the 
joint task force. 

(The document referred to will be found in the files of the com- 
mittee.) 

Mr. Lanman. The results of the study indicate that stock-fund 
property, the type and character which might be most desirable for 
the donable program was producing a return of an average of 40 per- 
cent on the dollar and that in some cases the return was substantially 
higher, and in at least one case 71.08 percent. 

While the joint task force was conducting its study at the Atlanta 
General Depot, a Department of Defense member of the task force, 
with the assistance of a State disposal official who selected the items, 
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described in a complete lot being offered for sale as the type of item 
that would be in demand for the donable program. I would like to 
offer this particular sale for inclusion in the record. 

The sale was followed through, and the tabulation indicates that 
proceeds from the sale of the items in demand for the donable program 
amounted to an average of 22.9 percent of acquisition cost. 

(The document referred to is on file with the committee.) 

Mr. Lanman. Additionally, results of a sale on October 19, 20, and 
21, at Columbus, Ohio, General Depot, were obtained at random. 
There were 65 lots of material which appeared to be types usable by 
educational institutions. We would be glad to put this list in the 
record, 

(The document referred to will be found in the files of the 
committee. ) 

Mr. Lanman. The percentage return in this complete sale varied 
from a low of 7 percent to a high of 136 percent of acquisition cost. 
The percentage return on the 65 lots averaged 23.7 percent. 

The Cuarrman. That figure of 136 percent of acquisition cost that 
you give there, how did you make that much profit in disposing of 
surplus property? 

Mr. Jenkins. I have forgotten which item it was, but this disposal 
program is exceedingly interesting. This is because of the geograph- 
ical location of the disposal—for example, there might be one location 
where, if you had a new desk for sale, it might bring 10 cents on the 
dollar because nobody wanted it, and if you go to another, you might 
get 100 cents on the dollar for that desk. 

Now, this happened to be an item of one electric sewing machine, 
which apparently someone wanted real bad, and were able to get from 
us even at 136 percent cheaper than if they went out at retail. 

The Caarrman. I think you will agree it is an isolated instance. 

Mr. Jenkins. That is right, it is an’ isolated inst: ince. We have 
another one of white bond paper which brought 133 percent. 

Senator Ervin. Mr. Chairman, I would like to put this in very 
simple language. 

I was serving in the North Carolina Legislature at one time, and 
we had there a banker who was representing one county and he 
introduced a bill, and when this bill came up in a committee before 
the house, he got up and he explained its provisions and he said every- 
thing in favor of the bill, and then he explained everything to be said 
against the bill—sort of like, I imagine, when he had a friend who made 
an application to the board of directors for a loan from his bank, and 
he wanted the friend to get the loan but he was doubtful as to whether 
the loan would ever be paid, that kind of an explanation; and when he 
got to the end and sat down, another member of the legislature got 
up and said: 

“Mr. Speaker, I want to ask the gentleman a question. I want to 
ask him whether he is fur the bill or agin it.” 

Now, I want to know, in very plain English, whether the Depart- 
ment of Defense is fur or agin this bill. 

Mr. Lanman. I would say that we are not opposed to enactment of 
this bill, that if it be the will of Congress that it should apply to working- 
capital funds, the Department of “Defense has no objection. 

The purpose of this presentation is to lay into the record such facts 
as we think the committee would like to know about before it takes its 
action on the bill. 
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The CuarrMan. In other words, the attitude of the Department of 
Defense is to present those facts within its knowledge to the committee. 

Mr. LanmMaAN. Exactly. 

The CHarrMan. All right; proceed. 

Mr. Lanman. While the joint task force study as well as the 
additional illustrations are not comprehensive, it is certainly fair to 
assume that the figure of 7 to 8 percent of acquisition cost which 
represents overall recovery of sales of all types of surplus property, 
including scrap and salvage is not representative of the return of the 
sales of stock fund materials. Thus, there was a serious question as 
to whether this material was within the test laid down in House 
Report 670 on the Federal Property and Administrative Service Act 
of 1949, that the property to be donated under the program should 
be only property the sale of which would realize little monetary return. 
It was during this time, and with these considerations in mind, that 
we indicated to the Director of the Bureau of the Budget a desire to 
discuss this matter with the Appropriation Committee at the time of 
the presentation of our 1956 budget. Our intention prior to the intro- 
duction of H. R. 3322 was to suggest to that committee the possibility 
of the establishment of an appropriation account, perhaps within the 
Department of Defense, to serve this purpose. The establishment of 
such an account would, of course, require no additional legislation or 
amendment to the Property Act, such as is now under consideration 
by this committee. 

After further consideration of the matter, following introduction of 
H. R. 3322, our solution for achieving both the desirable object of 
maintaining supply discipline within the military department and at 
the same time providing an effective donable property program would 
still be to recommend the establishment of an appropriation account 
preferably in the department having control over the program, in this 
case the Department of Health, Education, and Welfare which account 
would reflect charges equivalent to the fair value of the property 
turned over for donation. It would then be clear to all personnel 
involved in the operation of the supply in the Department of Defense 
that the stock fund was operated on true commercial and businesslike 
principles on a cash-and-carry basis—and at the same time the 
Congress for the f first time would have complete information available 
to it as to the cost of the program. 

We would welcome clarification of congressional intent on the sub- 
ject before you today, but earnestly request that in making provision 
for a successful donable program that provision also be made for 
preserving the integrity of the stock-fund principle and without 
diluting the encouraging efforts being made in the Department of 
Defense to achieve improved supply discipline and management. 

We therefore recommend that if the bill is considered favorably by 
your committee, that the following amendments be made thereto: 

After line 4 on page 5, add the following new section: 

Sec. 6. Appropriations or funds of the 18 RC nt of Health, Education, and 
Welfare, shall be available for reimbursemert to the Department of Defense for 


the value, as determined pursuant to regulations « f the ‘‘eeretary of Defense, of 
property donated pursuant to section 203 (j) (1) of this Act. 


This amendment would, in the opinion of the Department of 


Defense: 
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(1) Permit the continuation of a businesslike administration of the 
supply function as envisioned by the enactment of title 1V of the 
National Security Act of 1947, as amended. 

(2) Make it incumbent upon the Department of Health, Education, 
and Welfare to firmly determine that such property was actually 
needed by the health and educational institutions and in the quantities 
requested since their appropriation is involved, 

(3) Provide Congress with a means of review, revision, and control] 
of the amounts of such property being distributed to health, educa- 
tional, and welfare institutions. 

The oe technical amendments are suggested: 

On page line 9, after the word “subsection” insert ‘(except 
surplus ipoperty donated i n conformity with paragraph (3) of this 
subsection). 

On page 2, line 16, after the word “subsection” insert ‘(except 
surplus property donated in conformity with paragraph (3) of this 
subsection)’. As presently worded section 1 provides that 
No property shail be transferred under this subsection until the Secretar) 
Health, Education, and’ Welfare has received from an appropriate State age! 
or official a certification that such property is usable and needed for educat 
or publie health purposes in the State. 

As presently worded, this requirement would apply not only to 
donations made pursuant to determinations by the Secretary of 
Health, Education, and Welfare under paragraph (2) of subsection (j 
but also could be construed to apply to donations made pursuant to 
determinations under paragraph (3) of subsection (j) by the Secretary 
of Defense in connection with transfers of property to educational 
activities which are of special interest to the Department of Defense. 

This is a very small program, sir. 

It is not believed that this was intended inasmuch as the Secretary 
of Health, Education, and Welfare under this subsection is not con- 
cerned with donations to educational activities of special interest to 
the Department of Defense. 

Similarly, section 2 (a) of the bill provides for the imposition of 
restrictions by the Secretary of Health, Education, and Welfare which 
could be construed to apply to donations made to educational activi- 
ties of interest to the Department of Defense. 

Representatives of the Office of the Assistant Secretary of Defense 
(S. & L.) are here and prepared to answer any questions the com- 
mittee may have on these two technical amendments. 

The CHarrMaANn. Any further questions? 

Senator Martin. This figure of $1,085 million on page 9, as re- 
turned to the Treasury, is over how long a period of time? 

Mr. Lanman. That is since the inception of the stock fund in 1951. 

Mr. JenkKINS. July 1951. 

Mr. Eanman. During fiscal vear 1951. 

Senator Marti. And you have no estimate how much of that 
would be directly involved? 

Mr. LanmaN. Sir, that figure represents the amount of cash in the 
stock fund not needed for replacement of materials carried in the stock 
fund, and was rescinded and returned to the Treasury. 

Mr. JenxKINS. It resulted, Senator, from selling material. 

Senator Martin. That is, for defense activities? 

Mr. Jenkins. That is right. 
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Senator Martin. But what percentage of that approximately, 
would be involved in the process we are contemplating here for Health, 
Education, and Welfare? 

Mr. Lanman. There is no true relation between that figure—— 

Senator Martin. No relation at all? 

Mr. Lanman. No, sir. 

Senator Martin. I wondered if you had any figure—— 

Mr. LAnMAN. Well, the total value of the stock fund material 
during—well, at the close of business on June 30, 1953, was, talking 
about current value of inventory of stock funds themselves, somewhere 
in the neighborhood of $8 billion to $10 billion, that is, in supplies and 
materials that were not in defense inventories for day-to-day use and 
for mobilization reserves. 

The CaarrmMan. Did you mean to say 1954? 

Mr. Lanman. I should have said 1954. 

Senator Martin. That is the total that you are processing. How 
big a portion of that is included in this? 

Mr. Lanman. We are unable to say the extent to which the stock 
fund operations, that is, the management of those inventories de- 
velops—in dollars or in percentages—surplus property which might 
be made available for the donable program. We know it is a large 
amount. 

Senator Ervin. Let me see if I have this simplified in my own 
mind, now. 

These amendments contemplate that in order that Congress may 
implement a policy of making donations of surplus property to educa- 
tional institutions and hospitals, that Congress appropriate for the 
benefit of the Department of Health, Education, and Welfare, funds 
to be used by that Deprtment to purchase the property from the 
Department of Defense so that the Department of Health, Education, 
and Welfare could then give it away? 

Mr. Lanman. That is correct, sir. 

This suggestion was made only in line with the general thinking 
recommended by the Hoover Commission heretofore on performance- 
type budgeting, and that is, that here is a program of donable prop- 
erty which the Congress wants them to have and which is considered 
to be desirable, and its cost should be clear, that is our point, and 
that cost should be borne by the executive agency administering the 
program and its appropriations; that is the principle that we are 
supporting here. 

Senator Ervin. Well, I can see that that would be very advan- 
tageous from a bookkeeping standpoint for the Department of Defense; 
but in substance, it would mean if Congress wants to give away or 
donate public surplus property no longer needed by the Department 
of Defense, that it should, in effect, purchase the property twice 
merely in order to give it away? 

Mr. Lanman. Well, sir, it is either that or— 

Senator Ervin. Or— 

Mr. Lanman. To the extent to which we donate property from 
stock funds, our customers will bear that cost. The prices in the stock 
fund would necessarily reflect that cost. The defense appropriations 
would be increased—that is customer’s appropriation—and when he 
came up here to get appropriations to purchase material from the 
stock funds, he would be asking the Congress, under the guise of 
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defense requests, for the extent of this program, the money end 
this program—— 

Mr. JENKINS. Senator, I think I can add two things to what Mr. 
Lanman has said. 

The accounting technique of doing this is not an end in itself. We 
have two major reasons for suggesting this. 

One is, as Mr. Lanman in h's statement pointed out, it is difficult 
to get our own people to see why they should pay for something when 
the same similar item somebody else is getting free. I think I can 
illustrate what I mean. 

Senator Ervin. Wouldn't it save trouble for you to ask us for 
larger appropriations to cover the cost of this material, of giving this 
over to the Department of Health, Education, and Welfare, so that 
they might give it away? It would seem to me 

Mr. LANMAN. Sir, our position there is that we simply wanted 
present this aspect of the problem and leave it entirely up to the 
wisdom of the Congress to make a determination how to finance this 
program, but we wanted to lay this recommendation before you. 

Senator THurRMOND. Is it your position, if you have turned over 
this property, that you have depleted your stores to that extent? 

Mr. Lanman. We have depleted 

Senator THurMoND. And you depleted your revenue, which revenue 
you have included in your estimate revenue in your budget? 

Mr. LanmMan. Which we would have to, sir. 

Senator Tuurmonp. Is that correct, or not? 

Mr. JENKINS. Yes. 

Senator Martin. In the revolving fund? 

Mr. Jenkins. In the revolving fund. 

Mr. Lanman. And we would have to have additional funds, or 
the customer who is going to buy it would have to pay a higher cost. 

Senator THurMonp. Of course, the Government has already bought 
the property and already paid for it. 

Mr. Lanman. That is correct. 

Senator THuRMOND. So if you give it away, it does not affect your 
budget. 

Mr. Lanman. No, sir. 

Senator THurmonp. Unless you get your money you would be 
deprived of the money you would get from the sale of it, but if you 
only get 7 percent anyway, we are getting so little from it, it would 
seem advisable to me to give it to the institutions rather than to sell 
it at such a great sacrifice. 

Mr. Lanman. What I am trying to show here is that it may be 
possible that the 7 percent is not the average net, and our samplings 
to date indicate it is not. 

Senator TuHurMoND. How much do you estimate it is on the property 
you have sold? 

Mr. Lanman. We say, on the basis of the information now avail- 
able to us, the average would be somewhere between 20 and 25 per- 
cent return on all stock fund material, which we consider to be fairly 
substantial, and these returns would then be available to replenish 
our stocks with materials needed in the day-to-day operation. 

Senator Ervin. And that would require Congress to make an 
appropriation first of 100 percent to purchase the property, and then 
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make another appropriation of 20 percent to give it away, merely 
to satisfy a bookkeeping requirement. 

Mr. Jenkins. Not quite, because we actually have this property 
on hand, it has been bought. 

What we would require is just an appropriation to pay for what 
you would give to the States. 

Again, | would like to emphasize our interest is not so much from 
the standpoint of just the accounting technique but as a method of 
supply discipline. In other words, it is very difficult to charge on the 
one hand and not charge on the other, and have people live | up to it. 

I mean, this idea of cost consciousness which stock funds has 
engendered in the military is the best and most salutary thing and 
contributes to good management. It is one of the best things we 
have done in a long time. 

The CHarrMan. May I ask just one question. 

You say, if I understand you correctly, that the Department of 
Health, Education, and Welfare, which is administering this program, 
should, when you make that surplus property available to it for 
donation, which you would otherwise sell and get some return on it, 
request the Congress to appropriate funds to the Department of 
Health, Education, and Welfare with which to pay you the value of 
that property that it takes for donation. 

How is that fund to be determined—on the acquisition cost? 

Mr. Lanman. No, sir. 

The CHarrMAN. How is it to be determined? 

Mr. LanmMaANn. In the operation of the stock fund, as mentioned. 
It is oper ated very much as a commercial corporation. 

There are price lists at whic h all material in the stock fund is carried 
for sale. These price lists take into consideration the condition of the 
property. 

In other words, if it were new property and totally usable, but we 
have no further need for it, then it would be acquisition cost. 

If, however, it was used property, the price in the stock fund i 
reduced accordingly by the stock fund manager, as it is any pther 
business. 

The Cuarrman. In other words, the Department of Health, Edu- 

cation, and Welfare would pay you whatever price tag you put on it, 
as your appraisal has established to be fair value? 

Mr. Lanman. It could be the price fixed by the stock-fund manager 
if it were used property, or property otherwise available for donation, 
we could use the fair value test as determined by the General Services 
Administration. 

The CuarrmMan. Any other questions? 

Senator THurMonp. Is it not correct, the main objection you have 
to this procedure is that you give the property away and get no income, 
get no money in return, that you would get if you sold it; isn’t that 
your main objection? 

Mr. Lanman. I would not say it is an objection, sir. We would 
say that it would be an advantage if we would get a return on this 
property, to the Government as a whole. 

Senator THurmMonb. Well, after all, all the departments belong to 
the same Government, and you have got to have funds to run on, 
and if you give away this property and therefore do not have the in- 
come that you would have from the sale of it, then your appropriation 
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from the Congress might be a little larger; but that could be done, 
could it not? 

Mr. Lanman. Oh, yes, sir. 

The CuarrMAn. Any other question? 

Senator Martin. The problem we have here, of course, we do not 
want this legislation or this suggested method of handling this to de- 
stroy the operation of the stock fund, as you have built it up, because 
with the amount of property that you handle you could take a ve ry 
sizable blow in any leak that sprung in your revolving fund operation; 
and you needed that operation and you have deve loped it seriously. 

Mr. Lanman. That is correct. 

Senator Martin. As one of the best steps forward in handling 
military equipment and property. You worked many years to build 
up the system you have now, I know, because I was on the Miltary 
Committee for 8 years before you had that, and I know that we were 
crying for the very system you have developed, and I do not want to 
spring any leak in your system of management of that property that 
might get out of control. 

If the percentage involved here would make a sizable leak or would 
be a threat to the system you have built up, I would not want to 
dash into that too precipitously. 

And that is my point that I have in mind. I feel that we better 
guard your system of accounting for your military property some way, 
to enable you to continue it as the present system is functioning. 

Mr. Lanman. Senator, we certainly appreciate your understanding 
of the principle here. The simple proposition is that perhaps this 
particular program in and of itself would not be too significant a 
proposition. 

However, the establishment of a principle might well, as remarked 
here today—well, there are other groups and agencies, and so forth, 
interested in the program, and the possibility of the dissipation of this 
principle of cost consciousness within the operating elements of the 
Department of Defense is the proposition we would like to lay before 
you. 

Senator Tuurmonp. I would like to commend you for your business 
practices, and we certainly do not wish to take any step that would 
cause any effect on that which would be harmful to it. 

However, if the public can get the benefit of property that is not 
worth, say, more than 7 percent, or even 25 percent, say, then why 
not let the public get the benefit of it rather than sacrifice it for the 

7 percent or 25 percent which it would bring if it were sold by you? 

Mr. LANMAN. Well, sir, we do not insist in any way that we should 
take it into the open market and sell it. We agree in principle that 
the donable program that has been announced by the Congress as 
the policy of the United States, and something that the Congress 
wants to retain and— 

Senator THurMonp. Isn’t the property worth more than you sell 
it for, actually? 

Mr. Lanman. Well, we are showing some extremes here which 
would indicate that is the case, but when you are looking at it from 
the standpoint of its being available and usable for today’ s military 
operation—it may sit on the shelf and be worth 100 percent of what 
it was bought for; but insofar as being used in the military is concerned, 
it would have none, because of some progressive development in the 
military —— 
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Senator THuURMOND. But it is true that it might be not very valuable 
to the military, but might be valuable to the public in another way? 

Mr. Lanman. That is correct. 

Senator THurmonp. A building, for instance, that could*be moved. 

Mr. Lanman. Well, we in turn, if we were recovering any value 
from it, we in turn could buy that thing that we did need, and thus 
not require additional appropriations. 

Senator THurMoND. You would retain the property you need 
anyway, wouldn’t you? 

Mr. Lanman. Oh, yes. 

Senator THuRMOND. You would retain it. 

Mr. Lanman. We are not suggesting that there is any raid or 
anything of that sort on anything we need. 

Senator Martin. Could you not possibly develop a plan whereby 
the value of the property disposed of in this way might be provided 
for by congressional action for the purpose of donated, as contem- 
plated in this legislation, and then have that appropriation, book- 
keepingwise, turned back to you, so that your revolving fund would 
be conserved? In other words, we are in danger of charging the 
Defense Department here for the original appropriation and then 
charging them for it, for the release of this property as a defense cost, 
whereas actually the cost is brought about by the donation to the 
health or educational actions here in giving it over to the schools and 
other institutions. 

Now, I would not want to see their revolving fund destroyed or 
interrupted by this bill of ours if we have no way to protect that fund. 

Senator THurmMonp. Could that appropriation just be increased? 

Senator Martin. Not their appropriation; it is not an appropriation 
for the Defense Department, it is an appropriation actually for the 
benefit of the people to whom this property is given. 

They are simply saying the property has alre addy been charged for, 
with the replacement value of it, they are charging from that property 
into a replacement fund into the revolving fund. 

I do not want to see them have it charged with a replacement of the 
revolving fund, charged against their Department. If we charge the 
property, then it properly should be charged to the one that is benefit- 
ing from this action. 

Senator THuRMOND. When they sell that property, who gets that 
money? Does the Defense Department get that money? 

Mr. Lanman. In the case of money for property held in stock funds, 
yes, sir. 

Senator THurmMonp. The Defense Department does get revenue 
from the sale of property? 

Mr. LANMAN. Yes, sir. 

Senator THurmonp. If you sell it instead of giving it away? 

Mr. Lanman. The act provides therefor. 

Senator THurMoND. Therefore any property you give away to 
Health, Education, and Welfare, instead of selling it, you are short 
to that extent; is that right? ? 

Mr. Lanman. Yes, sir. 

Senator THurmonp. The Defense Department is short to that 
extent? 

Mr. Lanman. To that extent; we would have to—— 
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Senator THuRMOND. So if the Congress desired to replace that 
shortage, if it was pointed out to them you needed that money to 
replace, that could be done? 

Mr. Lanman. There is no legal bar to that, at all. 

Senator Ervin. It would seem to me that the Defense Department 
should remember, if we have this kind of a procedure, that the Con- 
gress, and possibly the taxpayer, takes out 20 percent, taking the 
average stock, they have already appropriated to acquire property, 
and then put it into the Treasury, and then reach into the Treasury 
and take that money out and hand it over to the Department of 
Health, Education, and Welfare, and reach into their appropriation 
and hand it over to the Defense Department, all for 2 purposes: 1, to 
give away property that the Defense Department has no further use 
for, and the Government has no further use for; and to keep the 
Defense Department cost-conscious. 

It does seem to me that there ought to be some simpler way of doing 
that thing. 

Mr. Lanman. And maintain the principle of performance budgeting. 

Senator Ervin. Well, couldn’t a little record be kept to show we 
gave away so much property pursuant to that act? 

Senator THuRMoND. And could you not to do that and show full 
value of rather than 20 percent, and would that not make them more 
cost conscious if you have got full value for the cost in the beginning 
than what you sell it for? 

Mr. Lannam. We would contemplate under that arrangement that 
we would enter a credit, citing this law, a bookkeeping credit, to the 
extent of the price taken from the list I mentioned earlier, and thus 
keep a clear record of the total dollar value, that is true. 

However, there would be the burden on the Defense Department to 
the extent that it was necessary to replenish those dollars, to request 
those funds from the Congress, and to that extent the Defense Depart- 
ment appropriations are financing the donable program. 

Senator Ervin. Well, it looks to me—this procedure seems to me 
like the fellow who wanted to find out how many cattle he had, he 
never counted the stock, he counted the feet and divided by four so 
as to reach his figure. 

Mr. Lanman. Well, vou are correct in saying that the effect on the 
total Federal budget is the same. We only speak in terms of what 
should be considered in connection with this legislation. 

The CuarrmMan. Thank you very much. 

Will the representatives of the Department of Health, Education, 
and Welfare come around, please. 

The Chair will not be able to conclude this matter this morning, 
and we have another bill on which I would like the committee to act. 
We do not have a quorum at, the present time but I would like to take 
action as soon as possible. 

Now, you gentlemen from the Department of Health, Education, 
and Welfare, we would like to have your comments on this legislation. 
Will you identify yourself for the record? 
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STATEMENT OF R. J. DE CAMP, DIRECTOR, OFFICE OF FIELD 
ADMINISTRATION; ACCOMPANIED BY C. B. LUND, DEPUTY 
DIRECTOR, OFFICE OF FIELD ADMINISTRATION; T. ELLEN- 
BOGEN, LEGISLATIVE ATTORNEY, OFFICE OF GENERAL COUN- 
SEL; MANUEL B. HILLER, CHIEF, SURPLUS PROPERTY BRANCH, 
OFFICE OF GENERAL COUNSEL; AND WILLIS T. FRAZIER, CHIEF, 
DIVISION OF SURPLUS PROPERTY UTILIZATION, DEPARTMENT 
OF HEALTH, EDUCATION, AND WELFARE 


Mr. pe Camp. Our position has been very fully stated in our report 
which was presented to the committee, I think, yesterday. With 
your permission, I will not attempt to read it. 

The CuHarrMAN. Just point up the highlights, and it will be placed 
in the record. 

(The letter referred to, together with a staff analysis of, and draft 
amendments to, S. 1004 and H. R. 3322 (as passed by House) follows:) 


DEPARTMENT OF HEALTH, EpucATION, AND WELFARE, 
Washington 25, April 20, 1955. 
Hon. Joun L. McCue.xan, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CuarrMan: This is in response to your requests of February 11 
and March 19, 1955, respectively, for an expression of our views on S. 1004 and 
H. R. 3322 (as passed by the House), bills to amend the Féderal Property and 
Administrative Services Act of 1949, so as to improve the administration of the 
program for the utilization of surplus property for educational and public health 
yurposes. 

' We shall, for the convenience of your committee, discuss together the corre- 
sponding provisions of the two bills. References to H. R. 3322 should be under- 
stood to refer to that bill as passed by the House. 


1. Donation of personal property from working-capital (stock) funds 


(a) The provisions of section 1 of each bill, though different in their language, 
are designed to make clear that section 203 (j) of the Federal Property and 
Administrative Services Act of 1949, as amended, relating to the donation of 
surplus personal property for educational or public-health purposes, applies as 
much to property in a working-capital or similar fund as it does to property 
outside such a fund. (Sec. 1 of H. R. 3322 (p. 1, lines 8, 9; p. 2, lines 1-3) also 
contains a sentence, not germane in this connection, which refers to certifications 
by State agencies or officers, and which is discussed under point 2, below.) 

The purpose of this amendment is to overcome the effect of an interpretation 
placed by the Department of Defense on section 405 of the National Security Act 
of 1947, as amended, to the effect that property included in the several working- 
capital or stock funds established within that Department must, upon becoming 
surplus, be sold and the proceeds thereof be deposited to the credit of the appro- 
priate fund, and that such property may not be made available for donation for 
educational or public-health purposes under section 203 (j) of the Federal Property 
and Administrative Services Act. That interpretation is embodied in Defense 
Department Directive No. 7420.1, dated February 1, 1954. 

Surplus property of the Department of Defense has been the major source of 
property for the purposes of the donation program, and the impact of the Depart- 
ment of Defense interpretation upon the continued operation of the donation 
program is becoming increasingly serious and may eventually, to all intents and 
purposes, completely disrupt the program. We, therefore, endorse the purpose 
of these provisions to remove any doubt as to the availability of property in the 
stock funds or working-capital funds for donation purposes. 

For the reasons explained in the enclosed staff analysis, we believe that the 
provisions of H. R. 3322 are better designed to carry out that purpose. Moreover, 
while preserving the basie discretion of the Administrator of General Services as 
to the donation of surplus personal property, the last sentence of section 1 of 
H. R. 3322—which provides that no distinction between stock fund and other 
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property shall be made in determining whether it is to be donated—would prevent 
frustration of the legislative purpose in actual administration. We, therefore, 
recommend enactment of the relevant provisions of section 1 of H. R. 3322 (rather 
than sec. 1 (a) or (b) of 8. 1004), subject to a minor technical amendment sug- 
gested in the enclosed staff analysis. 


2. Certification of usability and need by State agency 


Section 1 of H. R. 3322—in a sentence not germane to the other provisions of 
that section and not parallel to any provision of 8. 1004—would also amend 
section 203 (j) (1) of the Federal Property and Administrative Services Act so as 
to provide that ‘‘No property shall be transferred under [subsee. (j)] until the 
Secretary of Health, Education, and Welfare has received from an appropriate 
State agency or official a certification that such property is usable and needed for 
educational or public health purposes in the State.’”” The purpose and intent of 
this provision are not explained in the House report (H. Rept. 206) on this bill and 
are not wholly clear in the context of the other provisions of section 203 (j) and 
of the relationship with State agencies and the procedures established thereunder. 

If the proposed amendment merely precluded allocation and transfer under 

section 203 (j) to a State department of health or education, or to a duly desig- 
nated State surplus property agency, for distribution within the State, until the 
State agency has certified that such property is usable and needed for educational 
and public-health purposes in the State, the amendment would (except for a 
technical defect discussed below) be merely declaratory of a long-standing admin- 
istrative requirement of this Department. We require such a certification not 
only of the distributing State agency but also of the donee institution. However, 
there are some States—three at present—where no cooperating State agency for 
distribution of surplus property under section 203 (j) exists. Under the proposed 
amendment, donations of such property (directly to the donee institution) would 
be precluded in such States, unless an ‘‘appropriate State agency or official’”’ 
i. e., one so authorized by or pursuant to State law—made the required certifi- 
eation. As we read the bill—though this is not altogether clear—the ‘‘appro- 
priate’ agency or official would not necessarily have to be a State department of 
health or education or a special surplus property agency. 

We believe it undesirable to multiply the types of State agencies or officials 
with whom we have to deal in this field, and we suggest that the amendment be 
deleted or—if the Committee should decide to retain it—that it be limited to 
State agencies now mentioned in section 203 (j). 

The proposed amendment is, also, technically defective in another respect. It 
would re quire that the certification of usability and need be to the Secretary of 
Health, Education, and Welfare. That is appropriate with respect to property 
donated in accordance with paragraph (2) of section 203 (j). However, para- 
graph (3) of section 203 (j) authorizes donation of surplus property under the 
control of the National Military Establishment to institutions whose educational 
activities are of special interest to the armed services, such as Maritime Academies 
or military, naval, Air Force, or Coast Guard preparatory schools. Determina- 
tion whether such property is usable for such specialized educational activities, 
and allocation for transfer by the Administrator of General Services, are required 
to be made by the Secretary of Defense rather than this Department. Any 
certification by a State official as to property donated under paragraph (3) should, 
therefore, be to the Secretary of Defense. We would defer to the views of the 
Defense Department whether such certification should be required. In either 
event, unless the certification amendment proposed by H. R. 3322 is deleted, it 
shot ld be appropriately modified. 


38. Limitations on use of donated surplus personal property 


Section 2 of each bill is concerned with the question whether and, if so, to what 
extent, it is necessary or desirable, in connection with the donation of surplus 
personal property, to place such reasonable terms and conditions on the use of 
donated personal property as are designed to ass’ re that the property is actually 
used for educational or public-health purposes by the donee. 

8S. 1004 (though perhaps technically inadequate) would answer this question 
in the negative. H. R. 3322, while basically recognizing the propriety and desira- 
bility of such terms and conditions in appropriate cases, would permit their use 
only with respect to any “single item [or unit] of property” which cost the Federal 
Government $2,500 or more. The fact that one donation may comprise many 
“single items” of the same kind with an aggregate acquisition cost far above 
$2,500 would make no difference, so long as each unit in the lot, taken singly, cost 
the Government less than $2,500. 
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The considerations which motivated the House committee in both recognizing 
and limiting the vse of such terms and conditions as it did, appear in its report 
on H. R. 3322 (pp. 12, 13). The committee took ‘‘a strong position that the 
property once donated should be put to maximum continuous use in order to 
enhance the educational and public health programs of the Nation and thus render 
a maximum contribution to the welfare of the people.’”’ However, the committee 
felt that, so far as the enforcement of this principle was concerned, there were 
countervailing considerations. 

“It is realized, however,’ said the committee, ‘‘that thousands of items will be 
donated to thousands of institutions throughout the country and that discretion 
must be exercised in seeking compliance with the intent of the law lest the costs 
become prohibitive, the constructive part of the program overlooked as to deter- 
mination of use and need and equitable allocation, and the charge made that the 
Federal Government is unnecessarily infringing upon the rights of the States, 
their subdivisions, and the institutions concerned.”’ 

“This provision of the law’’—i. e., the $2,500 floor proposed in section 2 of H. R. 
3322—“‘is intended to indicate a logical ground under which adequate but not 
excessive and restrictive compliance may be assured.”’ 

We agree wholeheartedly with not only the principle of ‘;maximum continuous 
use’ by the donee institution as announced by the committee, but also (1) that 
primary emphasis should be placed on the ‘“‘constructive part of the program,”’ 
i. e., on equitable allocation and sound initial determinations of need for, and 
expected utilization of, the property; (2) that compliance activities should be 
carried on with due regard to the rights and sensibilities of State andi local govern- 
ments and of the institutions concerned; and (3) that such activit es should be 
informed by the exercise of sound discretion and a sense of proport‘on, so as to 
keep thesscope, degree, and cost of compliance activities in proper balance with 
the ends in view. 

We have endeavored to observe these principles in actual administration. 
In this connection it is necessary to distinguish between, on the one hand, the 
terms and conditions established as to the use of personal property donated 
under the Federal Property and Administrative Services Act of 1949 and, on the 
other hand, a transitional problem arising out of terms and conditions which still 
attach to personal property disposed of under earlier laws. This transitional 
problem, which is dealt with in another part of this report and of these bil\s, and for 
which this Department is not responsible, need not, and we believe should not, 
be permitted to prejudice the question raised by section 2 of these bills. 

We are not suggesting that the limitations and conditions as to use of donated 
personalty which this Department—by virtue of a delegation from the General 
Services Administration—has established are not susceptible to improvement. 
Such restrictions upon use now generally remain in effect for 4 years after use of 
the property by the donee has commenced. We have been exploring earnestly for 
some time the possibility of improving our regulations on this subject so as to 
limit restrictions on the use of donated property insofar as reasonably consistent 
with the purpose of the donation. To this end, we are now in the process of revising 
the applicable provisions of the manual governing this matter. The improvements 
will be primarily of two kinds. In the first place, we intend to relax the accounta- 
bility of donees with respect to expendable property. In the second place, we 
intend to reduce the period of restricted use on motor vehicles from 4 to 2 years. 
No doubt other improvements, both in the content and period of limitations on the 
use of personal property, and in the administration of our compliance enforcement 
responsibility, will be found. With respect to the latter, the provision of the bill 
on cooperative agreements, discussed below, should be very helpful. 

We are convinced, however, that complete elimination of these safeguards, as 
contemplated by S. 1004, would open the door to grave abuses and could under- 
mine the integrity of the personal-property donation program. No amount of 
sare in the initial disposal of the property by the Federal agency, or in distribu- 
tion of it by State agencies, could obviate the need for these safeguards. It is 
questionable, moreover, whether any attempt to circumscribe administrative 
discretion in this matter by a statutory rule of thumb can do justice to the in- 
evitable complexities of this program and to the flexibility which the administering 
agency needs to deal with them. The sounder approach, we believe, would be to 
rely broadly upon the rule of reason, leaving it to the responsible Federal agency, 
with the assistance of cooperating State agencies, to establish and mold appro- 
priate safeguards in response to the exigencies of the program, and to hold these 
agencies accountable for the sound exercise of this power. 

Should your committee nevertheless conclude that this power should be limited 
by some statutory yardstick other than the broad test of reasonableness, we sug- 
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gest a reconsideration of the $2,500 floor proposed by H. R. 3322. In the first 
place, we estimate that a $2,500 floor would preclude the imposition of appropriate 
safeguards for as much as 80 percent of all property donated under section 203 j) 
of the act under present circumstances. (Whehter this percentage would be 
substantially affected by the application of the program to iasinianed smoaeiiy 
of the Defense Department we do not know. 

In the second place, any flat dollar test, at whatever figure it be set, must 
inevitably lead to arbitrary and anomalous results. For administrative reasons, 
acquisition cost (as used in the bill) rather than current value, is the only workable 
dollar test. Yet acquisition cost may, and often does, have little or no relation 
to current value, or, for that matter, to its use value to the donee or to the chances 
of diversion from the purpose of the donation. For example, some highly special- 
ized but obsolete items, such as jet engines and electronic equil yment, may have 
only scrap or salvage value—a jet engine costs $78,000 but is worth only $150 
as scrap—while others below the statutory figure but in common personal use, 
such as machine tools or wrist watches (the latter donated for instruction in watch- 
making or watch repair), invite diversion from the purpose of the donation and 
require appropriate safeguards. A dollar figure, also, does not allow for necessary 
safeguards against diversion of military items, which, if disposed of through 
commercial channels by the Government, would first be demilitarized for security 
reasons but which, if donated for educational purposes, would be left intact 

We, therefore, recommend that, if your committee should decide that some 
specific statutory limitation is desirable, such limit be expressed in terms of 
maximum duration of the conditions of use after the property has been placed i 
use by the donee. Two years might be a reasonable maximum period for this 
purpose. This would leave to the Department a reasonable degree of flexibility 
in dealing with the different types and kinds of property involved. 

We also suggest that—in view of the fact that this Department’s power to 
impose terms and conditions on the use of donated property pursuant to para- 
graph (2) of section 203 (j) of the act is a power delegated by the Administrator 
of General Services, and that donations under paragraph (3) of section 203 (j) 
are made pursuant to allocation by the Secretary of Defense rather than this 
Department—any provision in the bill relating to the power to impose term 
conditions, ete., upon the use of donated property specify the ‘‘Administrator’; 
[of General Services] rather than the Secret ary of He alth, Education, and Welfare 


. 
4. Cooperative agreements 

Section 3 of each bill would authorize the Secretary of Healt’, Education, and 
Welfare (and also the head of any other Federal agency designated by the Secre- 
tary) to enter into cooperative agreements with State departments of education 
or health, and with other State agencies cooperating in the programs for the 
disposal of personal or real property tor educational or health purposes under 
section 203 (j) or (k) of the act. These agreements would contemplate utilization 
of the appropriate State agency by the Federal agency in carrying out the program, 
and would also authorize the Federal agency to make property, facilities, personnel, 
and services available to the State agency in connection therewith. 

While both bills have the same desirable purpose, we prefer the provisions of 
section 3 of the House bill, in that they are not open to the interpretation that 
they authorize the Federal agency to divest itself of any of its basic statutory 
responsibilities through such agreements. Such agreements can serve several 
useful purposes. 

(a) As you know, State agencies cooperating under this program now furnish 
valuable information to this Department in connection with the performance of 
their own functions under the program. However, certain legal doubts have 
arisen as to the extent to which the Department could accept additional services of 
such agencies to assist in the performance of Federal functions. Also, it has been 
found desirable, but not legally feasible, to assign space, and related services, 
etc., to representatives of such agencies in the Department’s regional offices for 
the purpose of assisting the Department in more effectively discharging its re- 
sponsibilities under the program. These doubts and impediments would be 
removed by the proposed amendment. 

The report of the House committee on H. R. 3322 recognizes that such agree. 
ments should also include the minimum standards of operation for cooperating 
State agencies, which we are expected to prescribe (and have in fact prescribed), 
and provisions for audit and inspection of State systems and depots and of related 
records to assure the observance of such minimum standards. Such agreements, 
we believe, should further include provisions for utilizing the State agency to the 
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optimum extent in the policing and enforcement of compliance, by donees, with 
the terms and conditions placed on the use of donated property. This should 
make such enforcement more effective and at the same time more acceptable to 
the donee. 

In order to place existing State relationships on a sounder and firmer basis, we 
recommend that section 203 (j) (2) be amended so as to require that, as a condition of 
participation of any cooperating State agency in this program, the State agency be 
required to comply with such minimum standards and provisions, and that the 
State agency shall have entered into and be in compliance with a cooperative 
agreement with the Secretary as authorized by these bills. For the convenience 
of the committee we are enclosing draft language which would carry out this 
recommendation. 

(b) As a concomitant to cooperative agreements between the Secretary and 
State agencies, the bill would also permit side agreements between these State 
agencies and Federal agencies (designated by the Secretary) which have surplus 
personal property under their control, whereby such Federal agencies could make 
facilities and services (e. g., warehousing and office space at large military installa- 
tions) available to State agencies to facilitate the operation of the donation pro- 
gram for the mutual benefit of the United States and the States concerned. 

We believe that the authority for both types of cooperative agreements contem- 
plated by the bill would be in the interest of the program, especially with the fur- 
ther amendment to section 203 (j) (2) above suggested. 

One further point should be mentioned. The House report (p. 13) states that 
section 3 of the House bill is intended merely to facilitate the implementation of 
the program and “in no way should be considered as permitting the Secretary to 
delegate such basic contro] functions as final determination of use and need of 
property nor its equitable allocation.’”’ As above stated, as we construe the House 
bill, it would not authorize the Department to divest itself of ultimate responsi- 
bility for any of its functions. However, in order to avoid misunderstanding, we 
should like to make clear that when personal property is placed in the possession of 
a cooperating State agency for distribution to institutions under section 203 (j) (2) 
of the act, this Department, except with respect to types of property requiring 
special safeguards, makes only an overall determination that the property is useful 
and needed for educational or public-health purposes in the State, and not as to 
the need for, and utilization of, such property by the donee institution. This 
latter determination, except in special types of cases, is made solely by the State 
agency. We believe that this is consistent with the purpose and intent of section 
203 (j) (2), and we assume that it was not intended by the quoted language in the 
House committee’s report to question this practice. 

5. Transitional provisions as to limitations on use of surplus personal property 

The provisions of both bills, as originally introduced, with respect to application 
of the bill to past disposals of personal property have been technically improved 
and refined in H. R. 3322, and we assume that it will be sufficient in this report to 
comment on these provisions as contained in the latter bill. 

(a) Disposals antedating the 1949 act.—Section 4 (a) of H. R. 3322 would ter- 
minate all terms, conditions, reservations, and restrictions as to the use of personal 
property donated, or sold at a discount, for educational or public-health purposes 
under any law enacted prior to the enactment of the Federal Property and Ad- 
ministrative Services Act of 1949. A saving clause in section 4 (a) would preserve 
any civil or criminal liability arising out cf a violation occurring prior to such 
termination, if judicial proceedings to enforce such liability have been com- 
menced within 1 year after enactment of the bill. As we interpret this saving 
clause, judicial enforcement proceedings ending at the time of enactment of the bill 
would likewise be saved. The purpose of these provisions is, we think, a reasonable 
one. There exists an area of confusion resulting from the fact that a substantial 
amount of personal property had been disposed of for educational and public- 
health purposes under the Surplus Property Act of 1944 (and regulations issued 
thereunder) and prior legislation. In the dispesal of personal property under such 
legislation enacted prior to the Federal Property and Administrative Services 
Act, a variety of terms and conditions were imposed, with the result that both 
donees and State agencies are confused as to the limitstions applicable. Also, 
the task of this Department in discharging its responsibilities for enforcing com- 
pliance by the donee with such diverse terms and conditions is exceedingly difficult. 
In many instances, inadequate documentation attended the original disposals. 
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We are, therefore, in accord with section 4 (a), subject to the committee’s 
consideration of a clarifying amendment enclosed herewith. 

aes pursuant to 1949 act, Lut antedating present bill Section 2 of 
H. 3322, discussed under point 3 of this report, applies only to future disposals 
of iain personal property. Meshing with this section, section 4 (b) would, 
effective 1 year after enactirent of the bill, terminate all terms, conditions, et 
imposed under section 203 (j) of the present act (in connection with a donation 
prior to the enactment of the bill) upon the use of any single item of property 
which has an acquisition cost of less than $2,500. A savine clause in section 4 (b 
would preserve any civil or criminal tiability arising out of a violation oecurring 
prior to such termination if a judicial proceeding to enforce such liability is com- 
menced within 1 year following the l-year period mentioned in the preceding 
sentence. As we interpret this saving clause, it would cover both judicial pro- 
ceedings pending at the time of enactment of the bill and those brought within 
2 years after such enactment. A clarifying amendment which would make this 
interpretation explicit is enclosed for the convenience of the committee. 

Presumably your committee will wish to adjust the transitional provisions of 
section 4 (b) to the committee’s decision on what, if anything, section 2 of the 
bill should provide concerning the imposition of terms, conditions, etc., on the 
use of personal property donated in the future. Your attention is invited, how- 
ever, to the fact that the ascertainment of acquisition costs with respect to past 
donations would give rise to substantial administrative difficulties, and we suggest 
that, if a dollar floor is established by the bill for such cases, section 4 (hb) | 
amended to permit the use of cost estimates in the case of such past donati 
6. Quarterly reports 

Section 5 of the amended bill would amend section 203 of the Federal property 
and Administrative Services Act of 1949 by adding a new subsection “(n)”’ requir- 
ing quarterly reports by the Secretary to the Senate and House, showir 
acquisition cost of all personal property donated under subsection (j) an 
real property donated under subsection (k 

Inasmuch as, under section 203 (j) of the act, personal property not only 
be allocated for donation pursuant to paragraph (2) by this Department, but 
can be allocated for donation pursuant to paragraph (3) by the Secretary of 
Defense, your committee, if it desires that all property donated pursuant to 
section 203 (j) be covered in such reports, may wish to have such reports 
made by the Administrator of General Services who, it should be noted, has basic 
authority for donation under section 203 (j) of the act. We also suggest that 
the word ‘‘donated”’ on page 4, line 21, and on page 5, line 2, of H. R. 3322 be 
change to ‘‘transferred,’’ in order to be appropriate to the disposal of real sseanetey 
under section 203 (k) of the act. As you know, section 203 (k) provides for sale 
or lease, rather than donation, of real property, although, in fixing the sale or 
lease value of such property, it directs this Department to take into consideration 
any benefits which have accrued or may accrue to the United States from the use 
of such property by the State, political subdivision, instrumentality, or institution 
to which the property is transferred. This so-called public benefit allowance in 
practice ranges from 40 to 100 percent of the fair value of the property 

To summarize, we would favor (1) enactment of the provisions of section 1 of 
H. R. 3322 relating to working capital funds; (2) clarification or elimination of 
the certification provision of section 1 of the House bill; (3) modification of section 
2 of the House bill so as to eliminate the dollar floor concerning the imposition of 
terms and conditions on the use of personal donated property; (4) enactment of 
section 3 of the House bill, coupled with an amendment to section 203 (j) (2) 
which would condition participation by a State agency in the program on com- 
pliance with minimum standards established by the Secre tary and on the existence 
and observance of a cooperative agreement with the Secretary; (5) enactment of 
section 4-(a) of the House bill with minor technical amendments; (6) revision of 
section 4 (b) of the House bill as above suggested; and (7) technical revision of 
section 5 of the House bill if such section is retained in the bill. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
Overa Cuip Hospsy, Secretary 
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Srarr ANALYSIS OF, AND Drarr AMENDMENTS TO, 8. 1004 anp H. R. 3322 (as 
Passep By HousgE 


1. WORKING-CAPITAL OR STOCK FUNDS 


a) Subsections (a) and (b) of 8. 1004 would amend paragraph (2) of section 


203 (j) of the Administrative Services and Property Act of 1949, as amended, so 
as to read, in relevant part, as follows, the new matter being in italic and the 
deleted matter in linetype: 

‘(2) No property (including property capitalized in a working-capital fund 
shall be sold under this or any other Act as surplus property until it has been determined 
whether or not such property is usable and necessary for educational purposes or 
public health purposes, including research. Determination whether such surplus 
property * * * is usable and necessary for educational purposes or public 
health purposes, including research, shall be made by, or under regulations issued 
by, the Federal-SeeurityAdministeative Secretary of Health, Education, and 
Welfare, who shall allocate such property on the basis of needs and utilization for 
transfer by the Administrator of General Services * * *.”’ 

Comment.—These amendments are unobjectionable to the extent that they 
would make clear that personal property in working-capital or stock funds is 
subject to donation under section 203 (j). However, they are open to the inter- 
pretation, and hence the objection, that they would deprive the Administrator 
of General Services of his basic discretion under section 203 (j) (1) of the act. 
The first sentence also is subject to the objection that it seems to hold up in- 
definitely, rather than merely for a reasonable period, the sale of any surplus 
property—incidentally, this is not in terms limited to personal property—until 
the question of usability and need for educational of public-health purposes has 
been determined. 

The second amendment, permitting such determinations to be made under 
regulations issued by the Secretary of Health, Education, and Welfare, may be 
designed to overcome the last-mentioned objection by permitting the Secretary 
to determine beforehand, by regulation, that certain categories of personal 
property are not suitable for educational or public-health purposes, thus per- 
mitting the Federal holding agency to sell such surplus property without awaiting 
a specific determination by the Secretary in each case. This, however, is already 
provided for by regulation of the Administrator of General Services. Moreover, 
the second amendment is also objectionable in that it may permit broad delegation 
of this Department’s responsibility in this matter to other agencies by regulation 

(6) Section 1 of H. R. 3322 would (in addition to an amendment not relevant 
in this connection) amend paragraph (1) of section 203 (j) to read: 

“‘(1) Under such regulations as he may prescribe, the Administrator is author- 
ized in his diseretion to donate for educational purposes or public health purposes, 
including research, * * * such equipment, materials, books, or other supplies 
(whether or not capitalized in a wokring-capital or similar fund) under the control 
of any executive agency as shall have been determined to be surplus property and 
which shall have been determined under paragraph (2) or paragraph (3) of this 
subsection to be usable and necessary for educational purposes or public health 
purposes, including research. * * * In determining whether or not property is to 
be donated under this subsection, no distinction shall be made between property cap- 
italized in a working-capital fund established pursuant to section 405 of the National 
Security Act of 1947, as amended, or any similar fund, and any other property.” 

The parenthetical clause inserted by this amendment would make clear that 
property in a working-capital fund is legally available for donation under section 
203 (j) to the same extent as other personal property. The full sentence added to 
the paragraph would in this connection prohibit any discrimination in actual ad- 
ministration between property carried in a working-capital fund and property not 
insuchafund. The language of section 1 of H. R. 3322 is not open to the objec- 
tions above referred to in connection with 8. 1004. 

A minor technical amendment may be desirable. While the intent of the 
amendment is as above suggested, it seems desirable to change the words ‘‘cap- 
italized in a working-capital”’ fund, which appear twice in the above amendment, 
to read “capitalized or otherwise carried in a working-capital’’ fund. This is to 
preclude any contention—however untenable in view of the legislative history— 
that the bill covers only inventories on hand ‘capitalized’ pursuant to § 405 (d) 
of the National Security Act (or pursuant to any comparable authority of other 
law) in establishing a working-capital fund, as distinguished from either property 
purchased from working capital appropriated to such funds or property returned 
to such funds. 
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REQUIREMENT THAT PARTICIPATING STATE AGENCY COMPLY WITH MINIMUM 
STANDARDS AND ENTER INTO COOPERATIVE AGREEMENT 


In order to carry out the Secretary’s recommendation made in the last para- 
graph under point 4 (b) of the covering letter, the addition of the following sec- 
tion to the bill would be appropriate: 

“Sec. —. (a) Paragraph (2) of section 203 (j) of the Federal Property and 
Administrative Services Act of 1949 is amended by striking out the period at 
the end of such paragraph, and by inserting in lieu thereof a colon and the 
following: ‘Provided, That property shall be transferred to a State department 
of education, State department of health, or other State agency for distribution 
pursuant to this paragraph, only if, as determined by the Secretary of Health, 
Education, and Welfare, it meets the minimum standards of operation pre- 
scribed by the Secretary and has entered into a cooperative agreement with the 
Secretary pursuant to subsection (n).’ 

‘“‘(b) The amendment made by subsection (a) shall take effect upon enactment 
of this Act insofar as it relates to minimum standards of operation, and shall 
take effect on the 180th day following the date of such enactment insofar as it 
relates to cooperative agreements.” 


3. PERSONAL PROPERTY DISPOSED OF UNDER LAWS ANTEDATING THI i949 ACT 


Section 4 (a) of H. R. 3322 would terminate, effective with the date of enact- 
ment of the bill, all terms, conditions, reservations, or restrictions imposed on 
the use of property disposed of under any provision of law enacted prior to the 
enactment of the Federal Property and Administrative Services Act of 1949. 
The subsection contains a limited saving clause with respect to violations occur- 
ring before such termination. At a meeting with the staff director of the com- 
mittee, representatives of some of the agencies concerned suggested clarification 
of this saving clause so as clearly to preserve actions commenced prior to, and 
pending at the time of, enactment of the bill. This might be accomplished 
along the following lines: 

“This subsection shall not be deemed to terminate any civil or criminal liability 
arising out of a violation, which occurred prior to the enactment of this Act, of such 
a term, condition, reservation, or restriction if a judicial proceeding to enforce 


such liability is pending at the time, or is commenced within one year after, the 
enactment of this Act.’’ [New material is in italics.] 


4, DISPOSALS PURSUANT TO 1949 ACT, BUT ANTEDATING PRESENT BILL 


Section 4 (b) of H. R. 3322 is intended to complement, with respect to past 
disposals, the provisions of section 2 which limit the authority to impose terms 
and conditions on the use of personal property (donated in the future) to single 
items having an acquisition cost of at least $2,500. Section 4 (b) would, effective 
1 year after enactment of the bill, terminate all terms, conditions, etec., imposed 
under section 203 (j) of the present act (in connection with a donation prior to 
the enactment of the bill) upon the use of any single item of property having an 
acquisition cost of less than $2,500. Section 4 (b) also has a saving clause, clarifi- 
cation of which was suggested as desirable by representatives of other agencies 
at a meeting with the staff director of the committee, in order to make clear that 
the saving clause covers judicial proceedings commenced before, but pending at 
the time of, enactment of the bill, as well as judicial proceedings commenced 
within 2 years thereafter, so long as the liability accrued not later than 1 year 
following such enactment. Such clarification might be achieved by a revision 
of the saving clause along the following lines: 

“This subsection shall not be deemed to terminate any civil or criminal liability 
arising out of a violation of such a term, condition, reservation, or restriction, 2f 
(1) such violation occurred prior to the expiration of such one-year period and (2) a 
judicial proceeding to enforce such liability is pending at the time of enactment of 
this Act or is commenced within not later than one year after the expiration of such 
one-year period.”’ 

If a dollar floor is retained in section 4 (b), it is suggested that on page 4, line 5, 
after ‘$2,500’’, there be inserted the following: ‘(which shall be determined by 
such methods, including estimates, as the Administrator may prescribe or ap- 
prove)”’. 
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TWO ADDITIONAL TECHNICAL AMENDMENTS ARE SUGGESTED 


a) Paragraph (1) of section 203 (j) (1) of the basic act permits donation of 
surplus personal property for educational or public health purposes “‘in the States, 
Territories, and possessions’. Paragraph (2) of section 203 (j) merely uses the 
term ‘‘State,’’ but this term has been interpreted to include ‘“‘Territories and 
possessions” to which donations may be made under the authority of paragraph 

1). Moreover, section | of the act of August 16, 1950 (64 Stat. 450; D. C. Code, 
1951 edition, sec. 31-1301), which established the District of Columbia Educa- 
tional Agency for Surplus Property, provides that, for the purposes of section 203 
j) of the basic 1949 act, the District of Columbia shall be deemed to be a “‘State.”’ 
At the same time, section 203 (k) (1) (D) expressly defines the term “States,’’ as 
used in that subsection, to include the District of Columbia and the Territories 
and possessions. It is therefore suggested that, for the sake of clarity and con- 
sistency, section 203 (j) be amended by striking out ‘‘Territories and possessions” 
in paragraph (1) and by inserting in such subsection, either a new paragraph or a 
new sentence, containing a definition of the term “‘State’’ similar to the definition 
in section 203 (k). Moreover, in view of the special status of the Commonwealth 
of Puerto Rico, the definition in both subsections should, we think, specifically 
include the Commonwealth of Puerto Rico instead of lumping it with “‘posses- 
sions,” 

b) It is suggested that another section be added to the bill reading as follows: 

“Src. —. Section 203 of the Federal Property and Administrative Services Act 
of 1949 is amended by striking out the words ‘Federal Security Administrator’ 
wherever they appear in subsection (j) or (k) of such section, and by inserting in 
lieu thereof the words ‘Secretary of Health, Education, and Welfare’.”’ 


Mr. pe Camp. I would like to summarize it in one paragraph: 

We favor, first, the enactment of the provisions of paragraph 1 of 
the House bill, H. R. 3322, relating to working capital funds; 

2. Clarification or elimination of the certification provisions of 
section 1 of the House bill; 

3. Modification of section 2 of the House bill so as to eliminate 
the dollar value concerning the imposition of terms and conditions 


on the use of personal donated property; 

4. Enactment of section 3 of the House bill, coupled with an 
amendment to section 203 (j) (2) of the basic act, which would con- 
dition participation by a State agency in the program on compliance 
with minimum standards established by the Secretary and on the 
existence and observance of a cooperative agreement with the 
Secretary ; 

5. Enactment of section 4 (a) of the House bill with minor technical 
amendments; 

6. Revision of section 4 (b) of the House bill, as suggested in the 
Department’s report; and 

7. Technical revision of section 5 of the House bill if such section 
is retained in the bill. 

Mr. Chairman, those are more or less technical questions. 

The CHatrMAN. They are all set out in your report? 

Mr. pe Camp. They are all set out in our report. The only major 
question we have, I think, has to do with the dollar limitation of 
$2,500, and the—— 

The CuarrMan. Do you have any objection to the $2,500? 

Mr. pp Camp. Well, we would prefer a time limitation. We are 
a little bit fearful that by elimimating compliance on all property 
below $2,500 the door may be opened to some abuses. 

The CuatrmMan. What figure would you recommend? 

Mr. pe Camp. Well, I was not going to recommend any figure; 
simply a time element on use. 

The CuartrMaANn. Do you have a time limitation? 
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Mr. pre Camp. We do now, but we would reduce that, if your com- 
mittee should decide some specific statutory limitation is desirable, 
such limit to be expressed in terms of maximum duration of the 
conditions of use after the property has been placed in use by the 
donee. Two years might be a reasonable maximum period for this 
purpose. This would leave to the Department a reasonable degree 
of flexibility in dealing with the different types and kinds of property 
involved. 

I do not mean by that that we could not live with this as it is in the 
bill. 

The CHarrMan. The 2-year limit you suggest, that would mean 
that the donees could not dispose of this property within a 2-year 
period? 

Mr. pe Camp. That is right; or not hold it if not placed in use. 

The CrarrMan. In other words, if it was not placed in use, it would 
be your feeling 

Mr. pe Camp. That it would have to be returned. 

The CHarrMAN. It would revert back? 

Mr. pe Camp. That is right. 

The CuarrMan. What is the cost of policing those limitations? 

Mr. pe Camp. Well, the only policing would be to see that it was 
done, that it was placed in use. 

The CuarrMan. Would it be very expensive, the administration of 
it? 

Mr. pe Camp. Well, I do not think it would be any more expensive 
than it would be to determine what had happe ned to the property 
after it was donated under the $2,500 limitation. It is about as broad 
as it islong. As far as recordkeeping goes, you have to keep records 
of the property anyway, no matter what provision was made. 

The CuarrmMan. Any other questions by members of the com- 
mittee? 

Senator THurRMoND. As understand it, you favor eliminating this 
subparagraph 4 of section 2; is that right? 

Mr. ELLENBOGEN. Just “% $2,500. 

Mr. Dr Camp. Just the $2,500. 

Senator THurMOoND. Well, if you eliminate that, what figure do 
you suggest should be in there—have you suggested any figure? 

Mr. De Camp. No figure; just the time limitation. 

Senator THURMOND. ‘Well, do you have a time limitation? If you 
give a building to a State, ‘does the Federal Government supervise 
that building and determine whether or not to ask for it later and ask 
for limitation—that is, if you give it to them, why don’t you just 
give it to them? 

Mr. Hiuuier. Well, sir, we are talking about personal property 
only, and in connection with the personal property, the past pro- 
cedures have called for imposition of conditions and restrictions on 
the use of the property donated for 4 years. 

Senator Martin. Four years or for years? 

Mr. Hituier. Four years. 

Now, we are suggesting in this report that if the committee and if 
the Congress deem it desirable to establish a maximum upon what 
the Secretary may do by way of imposing conditions, that maximrum 
be expressed in terms of a limit on the length of the conditions or the 
duration of the conditions to be imposed rather than with respect to 
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the dollar acquisition cost of the items to which the conditions will be 
applicable. 

Senator THurmMoND. Well, suppose you give a building to a State 
for a school district. Do you consider that real or pe sonal property? 

Mr. Hixuer. It has been considered real property, sir. 

Senator THurmonp. Although you detach it and move it? 

Mr. Hituer. That is correct. 

Senator THurMOND. Well, after it is located, then it becomes real 
estate—after it is attached to land—but when you move it, it is 
personal? 

Mr. Hiuier. It is. 

Senator THuRMOND. I mean, you consider it real; that is the way 
you construe it? 

Mr. Hituer. Yes. ° 

Senator THurMOoND. Now, this applies only to personal property? 

Mr. Hintuer. That is right. 

Senator THurMonD. Now, suppose you would give an iron lung 
to a hospital. What kind of limitation would you want to put on 
that? 

Mr. Hrituer. Well, normally, in the donation of equipment of that 
kind, the institution signs a certification which, among other things, 
provides it will continue the property in use for a period of 4 years, 

Now, in the event 

Senator THurMoND. Well, this leaves it open to your Department 
to put any restriction it wants to; if it wants to put 2 years, 6 years, 
4 years, under which you recommend 

Mr. Hituer. No, sir. We are recommending in our report that 
if the Congress sees fit to place some limitation upon the conditions or 
restrictions that we may impose, that the limitation take the form of a 
prohibition, if you will, against our imposing a condition or restriction 
against the use of the property that will last longer than 2 years, so 
that at the maximum we would not be permitted under the law to 
impose a condition which would last longer 

Senator THurMoND. In other words, you are recommending, then, 
to eliminate any figure? 

Mr. Hmuer. That is correct. 

Senator THuRMOND. As to acquisition cost? 

Mr. Hitter. That is right. 

Senator THurmMoNpD. And replace the 4-year limitation with respect 
to supervision over the property by a period of 2 years? 

Mr. Hitter. That is right. 

Senator THurMoND. That is the maximum? 

Mr. Hitier. And that would be as a maximum, sir. 

Senator THuRMOND. Well, do you think you need to have it super- 
vised even that long? 

Mr. Hituier. Well, there are—— 

Senator THurMonb. Well, then, are you not really—is not a Federal 
agency then more or less supervising a State in the handling of its own 
property ; would you not have conflict between a Federal agency and a 
State or subdivision of a State in the manner it sees fit to handle its 
own property? 

Mr. Hitier. Well, we contemplate, sir, that under those circum- 
stances we would attempt, so far as possible, to make the optimum use 
of a State agency in making periodic spot checks of the institution. 
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Senator THurMOND. Well, do you think there would be much abuses 
if you handled it through a State agency and let that State do it as 
that State saw fit, let them supervise it, let them do it, and get out of 
the picture, and that would prevent your inspectors having to run 
around and your having to do a lot of bookkeeping to find out what 
the State was doing with the property—couldn’t you trust the State 
to do that? 

Mr. Hituer. Undoubtedly we can trust the State, Senator, but we 
feel that the State unquestionably will not impose any conditions on 
the use of property when they redistribute it; they undoubtedly would 
assume that Congress, having proscribed the Secretar vy of the Health, 
Education, and Welfare Department from imposing conditions, that 
they would likewise 

Senator THurmonp. Well, I commend you in liberalizing your 
supervising restrictions, but what I am in favor of is letting the States 
determine that themselves and take you out of the picture. 

Mr. Hituer. Well, we envisage that the major part of the super- 
vising and compliance in that respect would be discharged by the 
State through the medium of cooperative agreements provided for in 
section 3 of the bill. 

Senator Ervin. Well, wouldn’t it be better to envision—in other 
words, when you make a gift of property that the property should 
pass to the donee free from supervision? If the Federal Government 
gives something to a State, I think that it should act on the assump- 
tion that the State is just as intelligent as the Federal Government. 

Senator THuRMOND. And would act in as good faith. 

Senator Ervin. Yes; and would act in as good faith. 

Senator THurmMoND. And then you would not have to have a lot of 
inspectors and supervisors running around, and you would eliminate 
that cost and expense on the part of the Federal Government. 

Mr. Frazter. | would like to point out, Senator—— 

Senator THurmonpD. There may be a few abuses, I will grant you, 
but those few abuses would be such a minimum that they would not 
warrant the supervising and bookkeeping agencies that you are going 
to require to supervise all the States, all over the United States, in the 
way they are handling the property that you give them. 

Mr. Ettenpocen. May I, sir, try to explain that point. As I see 
it, it is this: 

If there are no terms and conditions attached to the use of this 
property,.then a State agency, however much you may trust it, would 
be as powerless as we would be to assure the use of that property, 
because there is no condition attached to it. 

In other words, there would have to be a condition that it be used 
for the educational or public health purposes for which it was donated 
before there could be any attempt, either on the part of a State agency 
or a Federal agency, to see that it is used for this purpose. 

So, it is not a question of trusting a State agency. The proposal 
in our report is that we do use State agencies to an optimum extent 
in the compliance program, and it is simply a question that you must 
have something to comply with before you can comply, and if there 
are no conditions, there is nothing to comply with. 

Senator THurmMoND. Does the State agency now certify it is to be 
available for public use? 

Mr. ELuensoGen. The State agency does not receive title. 
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Senator Tuurmonp. I understand that, but in order to help a 
school district or to give property to a hospital, do they make any 
kind of a certificate? 

Mr. ELLensoGen. They get a certificate from the institution. The 
State agency, on account of limitations of personnel and manpower, 
I understand, cannot make independent investigation normally in 
those cases, and it must rely on the certificate of the institution as a 
practical matter, and so, with that sort of a situation—— 

Senator Tuurmonp. There is always a danger that arises from the 
fact that you feel that some State or some political subdivision of a 
State would acquire property from you and keep it for maybe 3 
months, and then sell it and convert it into cash? 

Mr. ELLENBOGEN. Yes. 

Senator THurmonpb. Convert the proceeds of it. 

Mr. ELLensoGen. Or make no use of it at all, when another insti- 
tution might have a tremendous need. 

Senator THurmonp. Is there any danger of that? I am trying to 
find out what the reasoning is. 

Mr. Hituer. There is a danger of that, Senator, but our suggestion 
is directed toward this type of situation, the one in which the institu- 
tion, whether it be a school district or a health institution, would go 
to a State agency and obtain surplus property of the Federal Gov- 
ernment on the representation and certification that it is needed and 
it is usable for that particular purpose of health or education. Then, 
after having received the property with all good faith, perhaps, and 
innocently, perhaps, we will say, for a plan to have a new ward in the 
hospital or a plan for opening a vocational trade course in a particular 
school, the institution finds that that plan must be changed and the 
property therefore can no longer be used and is not longer needed; 
and unless there are conditions or restrictions which follow that prop- 
erty, then that property will never be returned to the State agency 
for distribution to other schools or health institutions which do have 
a need for it, and in lieu thereof, the individual institutions would 
then dispose of it by sale. 

Now, that is the situation with which we are essentially concerned. 

Senator THurRMoND. I see your point on that. 

The Cuarrman. In other words, what you have in mind when you 
favor returning the property if it is not used, would be to return it to 
the State authorities for further distribution? 

Mr. Hitxer. That is correct. 2 

The CHarrMan. To some school or institution that would need the 
property and thus prevent the school or the hospital from making 
application for and receiving property it actually did not need, and 
thus deprive someone of its use who did need it? 

Mr. Hitter. That is correct. 

Senator THurMOND. Would you resume title to the property? 

Mr. Hitter. No, sir 

Senator THuRMoND. It would go to some other institution? 

Mr. Hitter. That is right. 

The CHarrMan. You do not want the property—— 

Mr. Hitter. We want it used. 

The CHarrmMan. All that you want to do is to try to see that use is 
made of it. 

Mr. Hituer. I would like at this point, so the record may be clear, 
observe that the major portion of what we call compliance activities 
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is in this area of operations and results in the reuse and redistribution 
of property which had originally gone to one institution and later on 
developed to be excess to its needs, and so it was redistributed and 
reused for health or educational purposes. 

The CHarRMAN. Have you found many abuses in this area? 

Mr. Hitter. I think the abuses in this area are more or less minimal 
as compared to those that occurred under prior legislation. 

Senator THurMonpD. How do you keep track of all of this property 
all over the United States? Do you have some people in each State 
check on it? 

Mr. Hiuuer. I think Mr. Frazier can answer that. 

Mr. Frazier. Sir, we do not attempt to keep up with all of the 
property. ‘The main reason why we think there is a need for restric- 
tions is to take action when action is required, and 

Senator THurMonpD. In other words, a moral effect? 

Mr. Frazier. Not only that, but to help out in certain difficulties 
that arise in retransfers or redistribution of the property; even by 
the States it is a voluntary proposition; a school comes and says, ‘‘We 
have a machine tool that we no longer need,’’ and so we redistributed 
it or sold it for the account of the Government. 

Senator THurmMonpb. Who actually does that transfer? 

Mr. Frazier. The State agency. 

Senator TourMoNnD, And you don’t have people running in to the 
States? 

Mr. Frazier. No, no. 

Mr. Lunp. We are organized on a regional pattern. 

Mr. pe Camp. What is the total appropriation? 

Mr. Frazier. We only have an appropriation of $400,000 which 
we just got this year, and we have a total of 60 people. 

Mr. pe Camp. For the whole program. 

Mr. Frazier. The clerical help on paperwork and allocation of 
property, 36 clerks and 24 men for the whole country, including the 
Territories and Alaska. 

The CuarrmMan. Thank you. 

The Chair wishes to announce for the information of members of 
the committee, that the staff will require some time to draft the 
suggested amendments for the committee’s consideration. I would, 
therefore, like to request the representatives of the agencies present 
this morning, or some of you at least, to meet with the staff tomorrow 
at 10 o’clock to render what assistance they can in drafting of these 
suggested amendments. 

The Chair is not assuming all amendments will be rejected or all 
amendments will be adopted, but they have been proposed here, and 
it will take some technical and professional work to get them drafted 
properly, and the full committee will take action on them when they 
are presented. 

Mr. ELLenBoGEN. We have included in the report an attachment 
which gives suggested draft amendments, and we would be very 
happy to assist the committee staff in working out anything else that 
the committee wishes to incorporate. 

The CuarrMan. Thank you. 

(Whereupon, at 12:10 p. m., the committee adjourned.) 


x 








